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The Honourable R. S. Ratzlaff 
Minister of Industry and Tourism 


Province of Alberta 
ve fa i aa 


The Advisory Committee on the Regulation 
of the Electric Power Industry in Alberta has the 


honour to submit herewith its findings and recom- 


mendations. 
We 
ee Tileaes 
i Rhee re ae 
Oe 
Member 
Edmonton 


May 1970 
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(vii) 
OTC, 21n0/767 
as amended by 
OTC. 90/68 
Approved and Ordered, 
(SIGNED) GRANT MacEWAN 


LISUTENANT GOVERNOR 


Edmonton, Tuesday, November 14, 1967 


The Executive Council has had under consideration the 
report of the Honourable the Minister of Industry & Development, 
dated November 7, 1967, stating that: 

WHEREAS it is expedient and in the public interest that 
the supply of electric power throughout the Province LS, 25, 247-4285 
practicable, adequate and uninterrupted and is supplied as economi- 
cally as possible, having regard to present and future power require- 
ments of the Province and the supply and conservation of natural 
resources; and 

WHEREAS at the direction of the Minister of Industry and 
Development a draft revision of the present The Power Commission Act 
has been prepared; and 

WHEREAS the draft revision pertains to the regulation of 
the generation and distribution of electric power and is therefore 
a matter of interest and concern primarily to municipalities and 
electric utility companies; and 

WHEREAS the Minister of Industry and Development announced 
Curing the Fifteenth Legislative Assembly that it was the intention 


of the Government to establish a Committee to consider a draft revision 
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(viii) 
of The Power Commission Act and to make recommendations thereon: 


THEREFORE, upon the recommendation of the Honourable the 





Minister of Industry and Development, the Executive Council advises 
that the Lieutenant Governor in Council hereby orders as follows: 


dee An ADVISORY COMMITTEE be and is hereby established for the 
purposes hereinafter set forth. 


2 The Advisory Committee shall consist of three members as 
follows: 
Gordon L. Burton Claresholm Chairman 
William J. Major Calgary Member 
Walter I. McFarland Calgary Member 

i The Advisory Committee shall meet from time to time at the 


call of the Chairman 


(a) to consider a draft revision of the present The 
Power Commission Act, 


(b) to hear and consider representations and objections 
with respect to that draft by or on behalf of cities 
and other municipal corporations, electric utility 
companies and any provincial government departments, 


(c) to consider the questions posed relative to the Supply 
of power in areas included in areas annexed LO BeCiLcy, 
or another municipality, and 


(d) to consider other pertinent legislation (existing or 
proposed) to determine if there are any contradictions 
between such legislation and the draft revision of 
The Power Commission Act, and to recommend such changes 
in the legislation or the draft revision as appear 
advisable, 


and shall report its findings and recommendations to the 
Minister of Industry and Development. 


La The Committee may require any person appearing before it to 
give his evidence under oath, orally or in writing, or in 
solemn affirmation if he is entitled to affirm 1 CLV 
matters, and the Chairman or any member of the Committee may 
administer an oath or affirmation to a person intending to 
give evidence before it. 


a The Committee be and is hereby authorized to hire persons as 
additional help and may incur other expenses in connection 
with the work of the Committee, as may be required, 


(SIGNED) A. O. AALBORG 
ACTING CHAIRMAN 
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PREFACE 


The generation of electric power in Canada by 
privately owned utilities has become the exception rather 
than the rule. In Alberta some three quarters of total 
Output is generated by investor-owned companies. These 
electric utilities have made, and are making, a substantial 
contribution to provincial development, not only in the 
generation and distribution of power, but in the control of 
stream flow on the Bow and Saskatchewan rivers. A rather 
remarkable degree of co-operation among the various utilities, 
both municipal and privately-owned, has facilitated the 


development of an efficient power system in the province. 


The rapid growth of this system, increasing urban- 
ization and an inflationary escalation of costs has placed 
stress upon some parts of the present regulatory structure. 
Its updating with a view to developing an equitable and 
relatively simple set of rules is essential to the continued 


orderly growth of the power system. 


The Advisory Committee has interpreted the Order- 
in-Council setting forth the terms and objectives of its 
appointment in a broad way. We have not restricted ourselves 
to a clause by clause examination of the proposed draft of 


The Power Commission Act but have tried, rather, to examine 
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the general structure of the power industry in Alberta, the 
regulatory framework within which it operates, and to suggest 


ways in which this framework might be rationalized and improved. 


The premise upon which this approach is based is 
that the determination of objectives should assume priority 
Over the selection of means by which these objectives might be 
achieved. The objectives of any legislation are necessarily 
implicit in the legislation itself ana must first be determined. 
It is to the development of these objectives that the Committee 


has primarily directed its attention. 


The genesis of the Advisory Committee stemmed from 
objections to the Draft Bill of a new Power Commission Act to 
replace the present one.2/ The urban municipalities objected, 
inter alia, to: 


(a) the degree of control over municipal 
electric utilities, including an apparent 
"freeze" on existing service areas and 
continuing rights of allocation of such 
areas within municipal boundaries, which 
authority the Draft Bill would give to 
the Power Commission, and 


(b) the conflict created by the apparent 

inconsistency between the right of the 
_ Municipalities to supply consumers 

within their corporate boundaries under 
provisions of the Municipal Government 
Act and the continuing validity of per- 
missive orders with no termination date 
which had been previously granted to 
private power companies to supply power 
in areas which have now been included 
within municipal corporate limits. 
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tne wungeney of resolving this latter conflict is 
emphasized by the competitive entry of the City of Edmonton 
in supplying power to an area annexed to the city and which 
was already being served by Calgary Power. On the premise 
that competition between suppliers in any given geographical 


area iS wasteful, one supplier must be excluded. 


Another area of major concern to the Committee is 
that, for purposes of rate making, there are three sets of 
very different rules, depending upon whether or not the power 
company is a municipality, or a licensee under the Water Power 
Act. One private company is "a water power licensee", the 
other is not, and the municipal power utilities are free to 


establish their own rates. 


In an effort to focus attention on the relevant 
issues, the Committee on March 1, 1968, sent a circular 
letter to all of the interested parties asking each to file 
a summary of the matters which they wished considered. From 
the replies received, the Committee compiled a summary of 
these issues and this summary was circulated to all ofthese 
concerned. This summary is as follows: 

1. The application of regulatory legislation 
and procedures, the purposes, powers and 
duties of the respective regulatory bodies 


and the co-ordination of their functions. 


2. Should uniform legislation apply to all 
utility owners with respect to all or any 
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of the following: 
(a) A uniform system of accounts. 
(b) Procedures and valuation re: 


(i) acquisition and disposition 
of property, 


(ii) expropriation. 


(c) Determination of rate base, rates of return 
and resulting rates. 


The manner of granting, varying, cancelling and/or 
terminating over a period of years the existing and 
future permissive orders, 


The degree of control to be exercised by the Power 
Commission with respect to: 


(a) Setting up and allocating to a utility owner 
designated areas including all or portions of 
a municipality, 


(b) Regulating the construction of new generating 
and transmission facilities and the exchange, 
buying and selling of power among the utility 
owners. 


(c) Should (a) or (b) be varied when a municipality 
is supplying power within its corporate limits? 


Should the Power Commission be limited to a regulatory 
function exercising administrative and quasi-judicial 
powers only? This may necessitate the establishment: 
of a separate provincial corporation, if required, to 
be given the powers currently assigned to the Power 
Commission to generate and supply power or to take 
over existing utility systems. 


Should there be a right of appeal from decisions of 
the Commission and, if so, are the grounds for such 
appeals adequate as presently set out in the draft 
legislation? 


Should: there be improved provisions for franchise 
renewals and if so, what? 


The feasibility of permitting a municipality to levy 
a tax on power Supplied by a private utility in an 
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area annexed to the municipality as compensation 
for loss of revenue which the municipality might 
have received through sale of power in that area. 
The first hearing was held in Edmonton on April 26, 
1968, at which time the interested parties were given an 
opportunity to amend or add to the summary of relevant issues 
which had been circulated. There was substantial agreement 
with this summary. The interested parties agreed to file 
their briefs with the Committee by August 15. This they did 
and copies of these submissions were provided to all of the 
interested parties prior to the renewal of hearings again in 
Edmonton on September 17. These hearings continued until 
October 4 and were then adjourned until January 14, 1969, 
in Calgary, to permit the interested parties to offer rebuttal 
evidence. The Committee heard a summation of evidence, again 
in Calgary, from April 1-3, at which time the hearings were 
concluded. The evidence is contained in some 1,945 pages of 


transcript; some 72 exhibits were filed. 
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(xiv) 
SUMMARY OF RECOMMENDATIONS 1/ 


The municipalities should enjoy the exclusive right to 
generate, distribute and price power within their corpor- 
ate limits. This right should be subject to existing 
negotiated agreements, and to existing franchises and 
permissive orders on the latter of which we have recom- 


mended the imposition of a definite life-term. 


Regulation of municipal power utilities should be limited 
to: 


(a) The use of a prescribed, uniform 
accounting system. 


(b) The regulation of rates for power 
Supplied beyond their corporate 
boundaries. 
(c) Regulation by permit from the Power 
Commission for the construction of 
new generation facilities. 
(d) Requirements for interconnection of 
"works" and interchange of power. 
A life-term of one year Should be.placed upon the per- 
missive orders within the "disputed" area presently 


annexed to the City of Edmonton. 


The City of Edmonton should be permitted to apply to the 
Power Commission for the right to supply electric power 
in areas between the present corporate limits and 


the limits of the metropolitan area which it proposes to 


Alternate and additional recommendations of Committee 
Member W, J. Major appear on p. 185 
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annex, excepting the defined industrial area. If 


these applications are approved a life term of three 
years should be established for the permissive orders 


presently effective in such approved areas, 


A life-term of 20 years should be placed on the per- 
missive order or orders applicable in the defined 
industrial area located in the Southeast part of the 
metropolitan area of Edmonton. The boundaries of 

this area should be determined by the Power Commission 


after hearing representation by the interested parties. 


Any municipality should have the right to apply to the 
Power Commission for an order establishing a municipal 
Service area, and a life-term on existing permissive 
orders, in areas likely to be annexed to that municipal- 


ity within a reasonable period of time. 


When an area in which power is supplied by virtue of 
a permissive order, on which no termination date has 
been fixed, is annexed to an urban municipality, then 


a life term of three years should be placed upon such 


permissive order beginning as of the date of annexation. 


The required notice for termination of a franchise 
Should be increased from the present "rolling" six 


month to a "rolling" three year period. 
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13. 


(xvi ) 


The Public Utilities Board Act and the Water Resources 
Act and Regulations should be amended in Such a way as 
to cause the rates for Calgary Power to be determined 
in the same manner as iS now prescribed in the Public 


Utilities Board Act for other utilities. 


Compensation upon partial take-over at expiration of a 
franchise should be based upon reproduction cost new 
less depreciation. No allowance for severance damages 


or "going concern" value should be included. 


Severance damages should be paid upon partial take-over 
at the end of an arbitrarily determined life-term of a 
permissive order where that life-term is less than that 
of a franchise renewal period of ten years. Such sev- 
erance damages should be based upon loss of actual 
load, not upon loss of an anticipated growth in that 


load. 


The basis for determining compensation upon partial 
take-over should be the same for all utilities regard- 


less of whether or not they are water power licensees. 


The regulatory authority should be given jurisdiction 
over the interchange of power and regulation of the 


building of generation and transmission facilities in 


. Buch a way as to achieve integration of the power system 


and the best possible use of existing facilities. 
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14. 


15. 


16. 


(xvii) 


The owner of an interest in land required by a utility 
Should have the benefit of: 
(a) Notice, prior to entry of the permittee 
for the purpose of making surveys or 
examining Suitability of the site. 


_(b) Notice of intent by the permittee to 
expropriate. 


(c) The right to present his objections, 
if any, at a public hearing. 


(d) Demonstration, by the permittee, of 
public convenience and necessity as a 
necessary pre-requisite for expropriation. 
(e) Receipt of payment of 75 per cent of 
the proposed compensation before, or 
upon, acquisition by the permittee, 
together with the detailed method of 
determination of such proposed compensa- 
tion. 
The Public Utilities Board and the Power Commission 
Should be combined since there appear to be advantages 
to integrating the accounting and economic aspects of 
regulation on the one hand with the physical aspects 


on the other. 


Those provisions in the present Power Commission Act, 
and also included in the Draft Bill, which empower the 
Commission to establish itself as an operating authority 
should be separated from those provisions providing for 
regulation. The former might be administered by a sep- 
arate body to be established when, and if, the need 


arises; the latter by the combined Board. 
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a. 


Chapter l 
THE STRUCTURE OF THE ELECTRICAL INDUSTRY IN ALBERTA 


Somewhat less than ten per cent of the power gener- 
ated and sold in Canada is produced by privately owned com- 
panies.2/ Since investor-owned companies in Alberta account 
for three quarters of provincial Output, our pattern of owner- 
Ship differs markedly from the national average. Alberta, 
whose population is about 7.5 per cent that of Canada, gener- 
ates less than five per cent of the Canadian electrical output 


although our rate of growth is higher than the national average. 


(a) The Privately-owned Power Companies 


Three private companies and three municipalities are 
generating and distributing power for sale in Alberta. The 
three private companies are Calgary Power Ltd., Canadian Util- 
ities Ltd. and Northland Utilities Ltd. The latter two companies 
are under common ownership, and are integrated and operated as 
a Single unit by one management .</ Accordingly, we refer to 
this utility firm throughout this report as "Canadian-Northland" 
and, individually, as "Canadian Utilities" and "Northland". For 


convenience we refer to Calgary Power Ltd. as "Calgary Power", 


The three municipalities generating their own power 





i/ Canada Year Book 1968 p. 679. The output of 6 billion KWH 
shown as generated by private utilities in Quebec in 1966 
waS almost all (95 per cent) used by private companies in 
their own manufacturing processes. 
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are the cities of Edmonton, Lethbridge and Medicine Hat. The 
cities of Calgary and Red Deer and some eight towns and vil- 
lagest/ purchase power at wholesale from Calgary Power for 
distribution and resale; the rest of the urban municipalities 

have granted renewable franchises to one or other of the companies 
to supply power directly to their consumers. Canadian-Northland 
owns all of the distribution systems in the urban areas which it 
Serves and, accordingly, does not sell any power at wholesale 


ior distribution. 


Canadian-Northland serves the Peace River area and the 
northern part of the province as well as two blocks across the 
east-central section. Calgary Power extends service to most of 
the Southern and western parts of the province, as far north as 
Whitecourt and Athabasca, as well as a belt in East Central 
Alberta between the two blocks served by Canadian-Northland. 
Calgary Power also supplies directly several large industrial 
companies, including one within the City of Calgary, and a number 
in the County of Strathcona immediately to the southeast of the 
City of Edmonton. The areas served by each of the utilities is 


Shown on the accompanying map .2/ 


A brief sketch of the history of these five utilities 
may place their present position in better perspective. A fore- 
runner of Calgary Power began retailing power in Calgary in 1889. 
i/ These include the five towns of Ponoka, Fort Macleod, Cardston, 

Blairmore and Coleman and the three villages of Cowley, Frank 
and Lundbreck. With the exception of Ponoka, all of these are 


located in the southwestern corner of the Province. 


2/ Supplied by Calgary Power. 
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Calgary Power was organized in 1909 and began delivering power 
from its Horseshoe Falls hydro plant on the Bow River in 1911. 
The company operates eleven hydro plants on the Bow and its trib- 
utarlies and one on the Brazeau wnich is a part of the North 
Saskatchewan river system. A large part of the company's base 
load is furnished by coal and gas fueled thermal plants at 


Wabamun, about 50 miles west of Edmonton. 


Canadian Utilities was organized, with federal incorpor- 
ation, in 1927 to provide electrical services in Alberta and 
Saskatchewan. Expanding out of Drumheller, the company acquired 
and tied to a transmission system many small municipal and 
privately owned plants. Larger central plants were used to 
Supply the system. In 1945 the company lost more than half 
its system when the government of Saskatchewan took over their 
properties in that province. At this same time another supplier, 
Dominion Electric Power Limited also lost its Saskatchewan 
properties to the government. Its Alberta properties were then 
reorganized as Northland Utilities Limited. It served Jasper 


and part of the Peace River country. 


In 1961 Canadian and Northland came under one owner- 
Ship and are now operated as a unit. They operate coal-fired 
plants at Drumheller and Forestburg and are building a large 
coal-fired plant at Grande Cache. Gas and oil are used for 
generation in plants at Vermilion, Sturgeon, Fort McMurray and 


several other locations in the oil fields of northern Alberta. 
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Canadian-Northland extends service to parts of the Yukon and 
Northwest Territories, as well as providing gas service to 
Some 31 communities in Northern Alberta and British Columbia. 
Northland Utilities is growing very rapidly along with the 


petroleum industry in Northern Alberta. 


(b) Municipal Electric Utilities 


The municipalities have long enjoyed the legal right 
to generate, distribute and price power within their corporate 
limits with a minimum of control by provincial regulatory bodies. 
They have also the right, if they so elect, to grant a franchise 
to a supplier, either to supply the municipal corporation with 
power for distribution and resale or, to supply residents 


directly.2/ 


The City of Edmonton has operated its own power 
utility since 1902 when it purchased a privately owned plant. 
During the 'fifties the generating plant was converted from 
coal to natural gas. A second plant is under construction, 
designed to include four 165 MW generators, the first of which 
will be commissioned in 1970. These additions will raise the 
City's generating capacity from its present net capability of 


392 MW to more than 1,000 MW. 


The City of Lethbridge has generated most of the 


power which it uses since 1910 when it purchased a privately 


i/ Municipal Government Act, RSA 1968 Ch. 68, Sec. 273 with 
respect to generation; Sec. 277-b with respect to pricing; 
Sec. 269-1 and Sec. 270 with respect to franchises. Such 
franchises must be approved by the Public Utilities Board 
pare 94 of the Public Utilities Board Act RSA 1960 
Ch. j 
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owned system. Medicine Hat established its own generating 
plant in the same year and has operated it since. Both Leth- 
bridge and Medicine Hat use gas as a source of energy to develop 


power; Medicine Hat owns its own gas utility. 


The City of Calgary once generated its own power but 
contracted in 1910 to purchase power wholesale from Calgary 
Power. It retained its own distribution system and is presently 
the largest customer of Calgary Power, buying some 37 per cent 


of that company's net output. 


Many of the smaller municipalities at one time owned 
and operated their own power plants and distribution facilities. 
These proved uneconomic, were acquired by the private utilities 


and integrated into interconnected systems. 


(c) Capability, Output and Generating Equipment 


Calgary Power accounts for 62 per cent of the power 
generated in the province; Canadian-Northland for 11 per cent; 
Edmonton for 22 per cent and Lethbridge and Medicine Hat for 
2 and 3 per cent respectively. Table 1 provides a summary of 


tne capability and output of the five utilities, 4/ 


The type of generating equipment used is largely 
determined by the source of energy. Alberta relies upon fossil 


fuels and water power; nuclear fuels are not, as yet, economical 


i/ Alberta Power Commission Annual Report 1968, p. 15 
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owing to the modest size of the base load and the relative cheap- 
ness of competing fuels. Table 2 gives a breakdown of capability 


and output by fuel and type of equipment used. 2/ 


Table’L 


Capability and Output, Alberta Power Utilities 1968 





Net. Net Net ete 
Utility Capability Peak Load Generation Total 
MW MW (million 
KWH) 
‘aphe nc Se ae Se ti Sorin ra nak 
Calgary Power 1,249 956 4,393 62 
Canadian-Northland 182 125 767 Vo 
City of Edmonton 392 352 bps go 22 
City of Lethbridge 31 31, 151 2 
City of Medicine Hat LO L0 208 3 
Total 1,895 7,066 100 


Net capability is generator capacity less power required within 
the plant to operate auxiliary equipment. In a hydro plant the 
auxiliary load is very small; in a steam plant it will be of the 
order of 5% of capacity. 


Table 2 


Distribution of Output by Type of Equipment Used 
— a ae ssn SSS sss SSSSGESSNSESSSENSEEIS 





Method of Generation rer Cent or Per Cent of 
Capability Power Generated 
Hydro 36.0 1 
Steam and Gas Turbine 59.2 80.8 
Internal Combustion 1.8 Lie 





i/ Annual Report 1968, Alberta Power Commission, p. 17 
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The hydro generating plants have a much greater cap- 
ability than output owing to variations in stream flow. Their 
capital cost, often including long transmission lines, is 
higher, but their operating expenses lower, than for thermal 
plants, +/ They also yield a product in addition to power, in 
that by using storage reservoirs, they tend to even out stream 
flow and thus assist in controlling pollution and flooding in 


the river systems on which they are built. 


Hydro and thermal generation complement each other 
Since hydro output, even with storage, declines during the 
winter months when the demand for power is greatest. Fuel 
plants now supply much of the base load with hydro plants being 
shifted to meet peak load demand within the limits of maintain- 
ing a minimum river flow. Gas turbines, using either gas or 
oil for fuel, are less efficient. However, their ease of 
Starting, adaptability to remote control and simplicity offset 
this disadvantage when they are used: (a) to meet peak loads, 
(b) ain remote areas, (c) where very cheap fuel is available, 
or, (d) where exhaust heat can be used. Canadian-Northland, 
the Cities of Hdmonton and Lethbridge, as well as some industrial 


plants, are using them. 


Natural gas, at present prices, offers many advantages 
as a fuel for thermal generation because of its ease of trans- 


mission and control. Edmonton Power's gas-fired Rossdale 





i/ The capital cost of a gas fired thermal plant is of the order 
of 380 per KW of capacity, a coal fired plant $120, while a 
hydro plant may exceed $200 per KW. Canadian Utilities have 
estimated the cost per net KW of their new 150 MW coal fired 
unit at Forestburg at $177 per KW. 
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generating station produced, in 1968, one and a half times the 
combined output of Calgary Power's twelve hydro plants and, 
located in the center of the market which it serves, requires 

no incoming electric transmission lines but makes joint use of 
the gas transmission system. This manifest advantage of natural 
gas as a fuel may diminish in the future with buoyant domestic 
and export markets for this non-replaceable energy resource. An 
indication of the minimum magnitude of such future increases in 
the price of gas is provided by the price escalation provisions 
included in present gas export contracts. These are of the order 
of i cent per Mcf per year which, on the basis of average prices 
ranging from 16-18 cents per Mcf, amount to a minimum annual 


increase of between 1.4 and 1.6 per cent. 


Coal burning thermal plants face no such competitive 
threat to their supply of fuel. Indeed, increased coal exports 
serve to make available in quantity a low priced, by-product 
fuel. Canadian Utilities is building a 165 MW, coal-fired, 
thermal plant at Grande Cache designed to burn this by-product 
fuel. 


Coal-fired thermal plants discharge more pollutants 
into the atmosphere than do gas-fired plants. However, they are 
usually located further from densely populated areas than gas- 


burning installations. 


The government of this province has entered into co- 


operative arrangements with Calgary Power in the development of 
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hydro sites on the North Saskatchewan River. The objective is 

to promote simultaneous development of both river flow control 
and power in order to minimize the cost of each. This multi- 

use approach is reminiscent of the development of the Tennessee 
Valley in the United States during the 1930's by a public corpor- 
ation. This co-operative approach by government and industry 
offers both opportunity and challenge. The opportunity lies in 
taking full advantage of the innovative capacity and efficiency 
of private enterprise; the challenge in securing harmonious 
integration of the private power systems with each other and 


with the power systems of the rapidly growing urban municipalities. 


There are a few investor-owned industrial plants in 
the province which generate their own power; however, their sales 


to other customers are relatively small. 


(d) The Power System 


The five power utilities are integrated into an inter- 
connected system. Such interconnections add greatly to the ef- 
ficiency and reliability of the system. Since all parts of the 
system and ail types of loads do not normally have their peaks 
at the same time, the peak load of an interconnected system is 
less than the sum of the peaks of its various parts. Consequently 
the load of an interconnected system can be carried by less 
generating capacity. The peak load in Alberta in 1968 was 
1,457 Mi; the generating capacity 1,895 MW. The load factor, 


waich is the ratio of the average load to the peak load, was 
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about 50%. Were it possible to level out the load, the gener- 
ating capacity required would have been only one half of the 
1,457 MW actually used. This goal is not attainable because 

of the characteristics of the demand for power. Integration of 
the system, however, reduces the need for reserve generating 
Capacity wnich is used only to meet peak loads, and serves to 


close the gap in the event of failure in some part of the system. 


The operation of the power system as a system, rather 
than as a number of independent entities, permits a better use 
of scarce resources. The record in Alberta appears to have been 
rather good in this area; the investor-owned companies and the 
municipal utilities have taken power from, or contributed power 
to, the system under voluntary co-operative aPranpenents 27 In 
Spite of the friction caused by duplication of service areas in 
a part of the area annexed to the City of Edmonton, Calgary 
Power and the City of Edmonton have long had a formal and effective 


working agreement for the interchange of power. 
oO o 


The City of Medicine Hat and Calgary Power have entered 
into an agreement whereby the City installed a 30 megawatt unit 
in 1953 with the company purchasing such power as was surplus to 
the City's requirements. The City of Lethbridge has installed 
a tie with the Calgary Power system and entered into an agreement 
to purchase such power as it requires to supplement its own output. 
i/ The most recent of these agreements, between Calgary Power 


Ltd., Canadian Utilities Limited and the City of Edmonton 
was Signed on February 19, 1969. 
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(e) Rural Electrification 


The electrification of farms in Alberta has been 
carried out through the formation of local co-operatives known 
as Co-operative Rural Electrification Associations. These 
R.E.A.'S have contracted with the three private power firms to 
construct and operate these lines. Capital for construction 


purposes is made available by the provincial government on long 


term loans at an interest rate of 3.5 per pant 


The power companies have contracted to build and 
operate the lines and to supply energy at "cost". The quarterly 
billing account to the farm user includes a charge for energy, 
for depreciation and for operating. The depreciation charge is 
placed in a reserve and invested by the power company on behalf 
of the 2.k.A. Any excess of the operating charge over the actual 


cost of maintenance is also added to this reserve. 


Perhaps some 90 per cent of the farms in the province 
have been electrified and a number of rural non-farm residents 
are also served by R.H.A. lines. The participation is higher 
in the south than in the newer farming areas of the north. Any 
precise calculation of the percentage of farms served is impossible 
because of the difficulty of meaningfully defining a farm. With 


farm consolidation and the accompanying rural-urban movement of 





i/ The province has advanced funds on an interest free basis to 
cover the cost of constructing lines in new areas where some 
farmers have not participated. As these farmers join, their 
capital payments will permit retirement of these loans. In 
the meantime, electric service has been made available to 
those who want it. 
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people, many farmsteads which are now unused have been served 
with electricity, 

Farm use probably accounts for some 7.5 per cent of 
electric energy consumption in the province. The peak farm load 
however may rise as high as 13 per cent of the provincial peak 
load, which is a relatively low load Res 

The energy rate varies between 2 and 2% cents per KWH 
for the initial block of energy, depending upon geographical 
location, being higher in the north where miles of line per 
farm is greater and some higher cost energy is supplied by 
internal combustion engine, Energy used in excess of this 
basic minimum is sold at a lower price. 

The Alberta Power Commission audits the accounts of 
the R, E, A,'s and the related accounts of the companies 
to ensure that the company services and energy are supplied 
at Gost, ay Some farmer members of the R, E, A,'s have, upon 
occasion, voiced criticism of the program; some of this 
criticism may stem from the burden of, in effect, paying capital 
cost of the present system through loan repayments and simultaneously 
acecuiulating a depreciation fund to offset the consumption of 
capital, Few would deny that electrification of farms has greatly 


increased the efficiency of agrucultural production and has also 


1/ Estimates by L, Collins, Engineer, Alberta Power Commission, 


2/ Unpublished monograph, Alberta Power Commission, Jan. 2, 
T2035  spee 
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done much to bring the standard of living of rural residents 


closer to those of urban dwellers. 


(f£) Growth of the System 


The Alberta power system has, since 1947, experienced 
rapid growth and this growth is likely to continue for at least 
the next decade, For the period 1951-65 the Alberta system 
grew by 410 per cent as compared with 133 per cent for Canada, 
181 for Europe and i84 for the United Stacaere! 

Calgary Power reported that their annual compound rate of 
growth in energy output from 1962 - 1967 was 10.2 per cent, 
They predicted an annual growth rate of 10.7 per cent for the 
period from 1968-73;2/ the rate for 1969 exceeded 14 per 
cent. Canadian Utilities forecast an increase in peak load 
ef about 13.5 per cent in 1970, and 15.5 per cent in 1971, 2/ 
The City of Edmonton projects an increase in peak load of 12 
per cent in 1970 and about 6 per cent annually through to 1981.4! 
These higher estimates reflect the rapid economic development 
in the province. 

The Alberta Power Commission foresees the plant 
capability increasing from 2,024 MW in 1970 to 3,197 MW in 


1974 and to a possible 4,700 MW in 1979.2! This capability 


1/ Exhibit 7, Canadian Utilities Brief, Appendix II, p. 1 
2/ Transcript p. 1062 

3/ Calculated from Exhibit 7, figure 5 

G/ Calculated from Exhibit 1, graph following p. G. 13 

5/ Annual Report 1969, Alberta Power Commission, p. 32 
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is planned to provide capacity to supply the peak load with 


the largest unit out of service. 


The utilities are already building to meet this 

anticipated expanded demand. Calgary Power is constructing 

a thermal plant, Sundance, adjacent to its Wabamun installation 
with a 286 MW unit planned for use in late 1970. The Bighorn 
hydro project, with a capacity of 108 MW, should be on stream 
in 1972. H#dmonton is constructing a new station at Clover Bar 
with the first 159 MW unit to be operative in 1970; Canadian 
Utilities expanded its Battle River plant with a 150 MW gener- 
ator which came on stream in 1969. It is also building new 
plants at Grande Cache and Fort McMurray and installing a 30 


MW gas turbine at Rainbow Lake. 


Accompanying this addition of larger and larger gener- 
ating units is a progressive expansion in the mileage and 
capacity of the transmission system. Higher voltage lines are 


being built, the highest in the province now being 240 KV. 


The rapid and sustained post war growth in the demand 
for power has enabled the utilities to enlarge the scale of 
their generating and transmission Squid phe ntl This increase 
in scale of operations, together with technological improve- 


ments, has brought with it concomitant reductions in average 





i/ Tne uncepreciated capital assets of the utilities as of 
Decemoer 31, 1967, were of the order of $535 million: 
Calgary Power $304 million, Canadian-Northland $102, Edmonton 
$69, Calgary $44, Lethbridge $8, Medicine Hat $5 and red Deer 
$1.6 million. 
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cost per unit of output. These lower average costs have offset 
the increasing price of inputs, enabling the power companies to 
maintain or, in some instances, reduce their rates. There is 
Some indication, however, that returns to scale are diminishing 
and that, with continuing inflation and the necessity of raising 
ever larger amounts of capital at currently high interest rates, 
average costs may level out and begin to increase. Canadian 
Utilities Ltd. applied to the Public Utilities Board for, and 
received, a rate increase in 1969, the first rate hearing in 

its forty year history of operations and the first completed 


one Tor an electric utility in the province. 


(g) Utility Rates 


Any comparison of rates charged by the various utilities 
must be used with caution. Rates to a great extent reflect the 
cost of serving the consumer but many items enter into the cost 
to serve. Edmonton, which has as reasonable rates as any supplier, 
serves a very concentrated load. Canadian-Northland, though hav- 
ing access to low cost fuel, serves a widely scattered load and 
cannot be expected to offer the lowest rates. Calgary Power 
serves a concentrated load in Calgary and much of the more densely 
settled part of the province. They also have a system large 
enough to accommodate larger generating units than the other 


Suppliers with resulting economies due to size. 


Municipally owned utilities may absorb into their 
rates generous contributions to the general funds. This may 


be considered a return on equity but when it exceeds the rate 
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normally allowed utilities by rate setting authorities, it, in 
effect, becomes a hidden sales tax. The nature of its load 
and the present reasonable fuel costs appear to provide for 
these contributions and yet maintain reasonable rates. A major 
item of costs in the utility business is depreciation and the 
City of Calgary appears to be the only municipality appearing 
at the hearings which adheres closely to generally accepted 
accounting procedures with respect to depreciation. Although 
namonton submits that the reserves which they set aside are 
adequate and reasonable, the supporting evidence which they 
offered was incomplete. 

Tables 3, 4 and 5 compare domestic, general service and 
industrial rates charged by the two private companies and the five 
cities who are generating and/or distributing power within their 
corporate limits. Calgary Power and Canadian-Northland submitted 
&@ number of rates; we have selected the lowest of these for pur- 
poses of comparison since they are in effect in the more densely 
settled areas and, hence, more comparable to the rates charged 
by the cities. 

It will be noted that for most rate schedules, whether 
they be domestic, commercial or industrial, those of the City of 
sdmonton compare favourably with those of the private companies 
and the cities who are distributing power which they generate or 
purchase wholesale. A relatively cheap source of natural gas and 
a concentrated market Surrounding their generating plant are at 
least two of the conditions which make it possible for the City 
of admonton to offer attractive rates and still earn a very 


favourable return on their investment in power facilities. 
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Chapter 2 
Tha PURPOSs AND PriNCIPLES OF REGULATION 


The regulatory system for a public utility must 
prescribe the method by which utility rates are to be deter- 
minec. These rates are, of course, the price of the product. 
The relevant statutes of this province provide two methods 
by which the price of electric power is to be determined. 

A considerable amount of evidence and argument was placed 
before this Committee as to the relative merits of these two 
methods of determining rates. Since the provisions for fixing 
the return to utilities are an important part of the regulatory 
structure, we propose to examine and appraise these two dif- 


ferent approaches. 
(a) The Function of Prices 


The economic systems of the countries west of the 
"Tron Curtain" use a price system to determine what goods and 
services shall be produced and in what quantities. With this 
type of economic organization, a firm places a product on the 
market only if, over a period of time, it can recover from the 
sale of that product a return sufficient to recover the cost of 
all of its inputs, including a return of capital (depreciation) 


and a return on capital (interest on investment), 


Tne firm endeavours to price its product in such a 


way 4S to maximize its net return. If it is able to make a 
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return OVEr" and above costs (profit), it expands its output 
and/or new firms come in; if its returns fail to cover total 
costs, it will not replace its fixed capital. When it is 

unable to recover the whole of its variable costs it will cease 
operating Since its losses by so doing will be lessened. In 

this way output is tailored to meet demand and suppliers are 
Selected Dy Virtucror their efficiency. “Prices, in turn, ration 
inputs among enterprisers and consumers! goods among consumers. 


So runs the classical rationale of a pure-market economy. 


in our "mixed" system of capitalism, government inter- 
venes to provide subsidies to lower some prices, and levies taxes 
to raise others. It extends collective bargaining rights which 
enable certain groups to raise the price of their product or 
enirorces sanctions to prevent other groups from raising theirs. 
Consumer income, and hence demand, is affected by income taxes 
end direct payments to consumers. Producers, through advertis- 
ing, continue to try to mould consumer choice in favour of their 
own particular product. None the less, subject to. these mod- 
fications, the price system enables consumers collectively to 


guide production. 


Under this system the consumer chooses among the 
products which are offered on the market and is protected by the 
forces of competition from paying more than the cost of producing 
any sood or service -- at least over a period of time which is 


jong enough to permit these competitive forces to work effectively. 
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there are many qualifications to this simple statement 


or the price mechanism in a mixed economy. 


of tne functioning 
however, it is essentially valid and is most useful as a concept 


he workings of a price economy. 


There are, however, some products for which this 


of competition will not effectively establish a price 


The provision of 


system 
Select the most efficient suppliers. 
electric power, natural gas, sewage and water service are 


gooa examples. The prime reason why competition will not work 


for these products is that their provision necessarily entails 


ore or less permanent, and relatively costly, physical con- 


ra) 


nr 


nection between the pr 
Under this circumstance, the consumer cannot switch 


emises of the consumer and those of the 


supplier. 
from one supplier to another in order to Secure a more favourable 


price or a better service. Consumer and supplier are, in effect, 
tmarried", The consumer wants the service at a price which is 


at least no greater than cost of supply; the producer must 


receive a minimum return equal to his cost if he is to "stay 


in business". One objective of regulation is "to - simulate 


the norm of competitive pricing’,2/ 


The regulatory commission has been developed to 


rules of the game for public utilities. Two of the 


See his 





Principles of Public Utility Rates", Columbia University 


Press, 196i. 
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cardinal rules which it must establish are: 


(1) The allocation of exclusive supply areas 
tov each Supplier. 


(2) The determination of a product price which 

is not higher than is consistent with the 

continued supply of reliable, satisfactory 

Service and which is not lower than is nec- 

essary to achieve that objective. 

Exclusive supply areas are essential if utilities are 
to distribute their products at minimum cost. It makes no 
economic sense to have two sets of electric wires or two water 
mains on every street because one will do the job and the 
existence of two will not eliminate the necessity of establish- 
ing a price for power or water by a regulatory agency or by 
government. Society is prepared to accept more than one milk 
truck serving a street; it is not prepared to accept two power 
utilities, probably because of the greater cost of duplication 


in this second instance relatively to the cost of eliminating it. 


Although a utility, by virtue of an exclusive franchise, 
may have a monopoly in supplying its particular product in its 
assigned area, this does not mean that the utility is not subject 
to competition. Natural gas is a substitute for electricity Lor 
space heating purposes and in some household appliances; if 
electric power rates become relatively too high, consumers can 
and will shift to gas and vice versa. The railways have proved 
very vulnerable to competing forms of passenger transportation. 
Although such competitive forces are very real, their existence 
does nowt essentially change the necessarily monopolistic nature 


of most utilities. 
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Tne Advisory Committee has no concern with the deter- 
MeGaotGiso ser ectric utility rates as such; this responsibility 
Pesveiyeon Ghe Fublic Utilities Board. It is concerned with the 
statutory framework on the basis of which rates are established. 
For this reason, we propose to examine the methods used in setting 

rices 10r the products of public utilities and, specifically, 
electric power. In the submissions made to the Committee, there 
were very different opinions as to the desirable extent of 
regulation, particularly of municipally owned utilities, and also 
of the economic accounting methods by which a utility company's 


costs should be calculated for rate making purposes. 


(c) The Function of Utility Rates 


The rate set by a regulatory commission for the product 
or service provided by a utility is analogous to the price 
established by the market for the output of a firm operating in 
the open market sector of the economy. As such, this price must 
satisfy several requirements if the utility is to continue over 


time to supply a quality product. 


The rate must be high enough to cover all of the 
legitimate costs incurred in the production of the commodity 
or service, including a return on investment sufficiently high 
as to enable the company to attract capital. This capital 
attraction feature is particularly relevant in this province 


Since the demand for electric power is growing at a rate of 
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about ten per cent per year, and, because of the capital intensive 


navure of power production, very large amounts of Capital must 


be invested if this demand is to be met. 


The maintenance of the financial integrity of the 
utility is probably the most important Single functional require- 
ment of the general level of utility rates. This requirement must 
be met regardless of the methods used in judging the adequacy of 


utility rates. 


The second function of the utility rate is that it 
be such as to encourage the achievement of a high degree of 
efficiency in the operation of the utility. Under conditions 
oF open market competition, a firm must be able to recover its 
costs over a period of time if it is to survive. One means, 
then, of ensuring its own survival is for the firm to make every 
effort to keep its average per unit cost of production as low 
as possible. If a public utility is guaranteed a price for its 
product at least equal to its cost of production, has the 
regulatory agency thereby removed most of the incentive to the 


utility to operate as efficiently as possible? 


The provision of an efficiency incentive poses a dif- 
ficult problem for the regulatory agency. In establishing a 
rate it may use as a standard some sort of a norm, or target 
levelyeot 6fiieaiendy vedi febhe utility is able to achieve a 


higher level, it wakes a higher return, and conversely. If, 
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, == Setting rates the commission takes no accownt of past 


2cse2cieS or past excesses in the rate structwre, the utility 


permittes to reap the gains or suffer the losses of its own 


: 1 P iis te te =" 
econ e perforaance.2/ Since rates, once established, normally 


mot 2gein reviewed for a period of several years, and since 


re is usually a “regulatory lag” betweem the time when rates 


- ~ 


= recur are reviewed and a new rate can be Implemented, the 


citic utility does appear to be subject to comsiderable 


economic pressure to operate as efficiently as possible and to 


Stimulate the demand for its product. Thus the theoretical 


meiticiency™ of rate regulation may in itself provide a 


-_-- 


exiul stimulus to efficiency on the part of the utility. 


in addition to the two functions of utility rates which 


We heve ciscussed, viz., the production motivation and the 
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the regulatory structure for Calgary Power Ltd., as a water 
power licensee, is set forth in the Zegulatioms to the Water 
Zesources Act (5A 1966 Ch. 362). Under these remmlations 

Sec. 33) the Public Utilities Board may not order a reduction 
22 the rates charged by Calgary Power if swch reduction would 
make it impossible for the company to earm "a cummlative fair 
rave of return” from the date at which it first began the sale 
omer. However, if the company were to apply for an increase 
ates, a fair rate of return would be established by an 


fuactional depreciation and for any variatioms in the purchas- 
ame power of the dollar (Sec. 59). Such am appraisal may be 


tae 2c, currently the Minister of Agriculture. Calgary 
roser eavised the Committee that such am appraisal has never 
been made. (Transcript p. 826). In summary, then, if rates 
were tO be reduced, consideration would be given to past 
excesses or deficiencies in return; if rates were to be in- 
crecsec, mo such account would be taken. 

Uncer tae Public Utilities Board Act, the utility generally 
reaps the gains and must suffer the losses of its own economic 
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efficiency-incentive function, economists have distinguished two 
others. inese are the consumer rationing function and the 
income-distribution function. The consumer rationing function 
wouid Suggest that if scarce resources are to be correctly 
allocated among competing uses, power Should be sold at cost. 
This is a useful guideline based upon the concepts of optimum 
resource use in a price economy. It would suggest that the 
price of power should neither be below cost, which encourages 

; ye ; : 
excessive use, nor contain a tax element which would unduly 


restrict consumption. 


Since the City of Edmonton prices its power in such a 
way aS to be able to allocate from its net earnings an amount in 
excess of $5 million annually to general city revenues, it may 
be argued that power is overpriced as judged by this oriterion.</ 
AS we have seen by a comparison of rates in Chapter 1, Edmonton's 
rates compare favourably with those of other distributors. It 
would be difficult, therefore, to argue that Edmonton has unduly 


restricted the use of power by its high rate structure. 


i/ Bonbright, op. cit. Chap. III 


2/ An interesting illustration of this is the example of the 
United States Government, after building a nuclear power 
plant for India, urging the Indians to price power at an 
Nadequate™ level in order to discourage waste. J. K. 
Galbraith, Ambassador's Journal, Houghton-Mifflin 1969, - 


DP. 555. 
3/ City of Edmonton Brief, Schedule A-3. 
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The fourth criterion, the income-distributive function, 
is concerned with the flow of money from the recipient of the 
Service to the producer. Many utility and social services are 
provided either at a loss or "free". e.g. city passenger trans- 
portation utilities are priced below cost while primary and 
education services are supported by the taxpayer with no direct 
charge to tne parent of the pupil. This is not true of electric 
power for which the consumer pays directly to the utility a 


price sufficient to cover the supply cost. 


The first two of these four criteria, i.e. production 
motivation and efficiency incentive, provide much more definite 
guides in establishing the level of rates than do the second 
pair, the consumer rationing and income-distribution functions. 
There may even be some conflict among the objectives themselves 
and, hence, the best rate level and structure must represent a 


compromise. 
(d) The Rate Base and the Rate of Return 


The objective of utility regulation is to establish a 
rate level which will result in the utility supplying service 
at cost. "Cost", defined as average total cost per unit of 
output, includes operating expenditures, depreciation on plant and 
equipment, and interest on capital investment, including working 


capital. 


There is general agreement on this broad definition 
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of cost; differences of opinion, however, become apparent when 
it comes to defining one of the component parts -- the cost of 


fixed capital. These latter costs break into two 


(a) A return on capital, or an interest return 
on investment, and 


(b) A return of capital, or the allowance for 

depreciation. 

The basic difficulty involved in measuring the cost 
of supplying fixed capital stems from changes over time in the 
unit of measurement itself - i.e. in the purchasing power of the 
dollar. It is apparent that a 1969 dollar is far different from 
a 1949 dollar; it is not so apparent as to precisely how different 
these two dollars are. To answer this question involves, of course, 
a comparison of the purchasing power of the two dollars -- but 
in terms of how much of what commodities and services? Moreover, 
the commodities and services themselves have changed over these 
twenty years. The generators which are being built today are 
not the same as those built in the late 'forties; they cost 
more but they also have greater capacity and are more efficient. 


Similarly, other components of the power plant have also changed. 


One approach.to this problem, which was advanced very 
persuasively by Calgary Power, is to "correct" or deflate the 
dollar by the use of an index number of construction costs in 
the eletric power industry. This index is applied to "the 


surviving amount of property by vintage" to yield an original 
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cost corrected for change in the value of the dollar. If the 
index number series used for this purpose were perfect, this 
defiation would mean that we were valuing plant and equipment 
in each year with a unit of measurement which did not change. 
In this way, plant investment which had been made in various 
years could be converted into current dollars and added up 


without, in effect, trying to add "apples and oranges". 


This is the method prescribed for valuing capital 
equipment by the Provincial Water Power Hegulations under which 
Calgary Power is reeniated. = These regulations provide for 
an appraisal of capital assets for purposes of determining 
water power rentals, compensation to the company upon expropriation, 
determination of depreciation and fixing rates to consumers. The 
value of fixed plant is to be the original cost of these assets, 
Less an allowance for physical and functional depreciation, 


corrected for variation in the purchasing power of the doles 


The second private power company, Canadian-Northland, 





i/ The Provincial Water Power Regulations are almost, but not 
quite, an exact replicate of the Dominion Water Power 
Regulations. Calgary Power is unique in that it is the 
only power company in Canada operating under these reg- 
ulations. 


2/ Water Power Regulations, Alberta (0.C. 1726/57) Sec. 59. 
A different rule is introduced if water power rentals are 
to be increased or rates reduced. Under this provision 
(Sec. 30 and 33) the company is guaranteed "a cumulative 
fair rate of return" on undepreciated original cost. Calgary 
Power agreed that this second provision should be eliminated 
and that only Sec. 59 should apply. See Transcript p. 1193. 
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1s regulated on the basis of its original depreciated cost under 
provisions of the Public: Utility Board Act.2/ In its submission 
to the Advisory Committee, Canadian-Northland submitted 

"that they are entitled to have their returns 

of capital computed on the same basis as 

Calgary Power Ltd. not only on the basis of 

fair treatment but because they must compete 

for tneir required capital in the same money 

markets." 
They also argued further that the common basis of regulation 


Should be that established by the Water Resources act.</ 


It is apparent that the methods used in determining 
the rate base and annual depreciation will be determinants of 
the rate of return (as a percentage of the rate base) although 
not necessarily of the actual return in dollars. We have stated 
earlier in this chapter that the return to the electric utilities 
must be sufficient to attract the resources needed to supply the 
demand for power priced at cost. The primary objective, there- 
fore, is to determine this necessary return. Will the measure- 
ment of the rate base in current dollars facilitate this 


determination? 


Notwithstanding the obvious advantages of converting 
the original cost value of capital plant of various vintages 
into current dollars in order to achieve comparability, we have 


Some reservations concerning the validity of this method of 


i/ Section 81-3. 


2/ Canadian Utilities, Northland Utilities Limited, Submission 
to tne Acvisory Committee, p. 23. 
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determining a rate base. 


(1) The degree of comparability achieved is no 

better than the index numbers used as deflators. 

we are not critical of the skills of the statisticians; 
theirs is an extraordinarily difficult task because 

of the complexities of a dynamic economy. The measure- 
ment of price change necessitates the weighting of 

the various commodities which are included in the 
Sample, and these must be changed over time as the 
mix-pattern of their use changes. Secondly, the 
commodities themselves change over time with tech- 
nological improvement. If a 1969 dollar differs 
markedly from a 1949 dollar, the Same is true of 


electrical generators of comparable vintages.2/ 


(2) There is a difference of opinion even as to the 
price index which should be used as a deflator. Calgary 
Power recommended the use of a price index of Electrical 
Utiiity Construction prepared by the Dominion Bureau 

of Statistics. Professor Bonbright, an American author- 
ity on public utility rates, argues for the use of an 
index of consumer prices in preference to either an 
index of construction costs or an index of wholesale 


rices, although he confesses to some doubts as to the 





See iielwood W. Van Scoyoc's appraisal of the D.B.S. pub- 


lication "Price Indexes of Electrical Utility Construction", 


1956-1965. Exhibit 60, pp. 13, 14. His argument is that 
this index fails to take account of the increasing prod- 
uctivity of labour over time. 
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desirability of making any inflation adjustments in 
its a 


the rate Spee pees 


(3) It may be argued that the expression of invested 
capital in deflated dollars is intended to, and should, 
protect the investment of the common stockholder, since 
he will recover his investment more rapidly with larger 
depreciation allowances and, more fully, upon expropriation. 
However, the expression of total capital investment in 
deflated dollars does more than this since, typically, more 
than one half of the assets of a utility are Supplied by 


bond holders and the owners of preferred shares. 


The two latter groups receive no guarantee that the value 
of their securities will not be eroded by inflation and 
its accompanying higher rates of interest. If equity 
investors are to receive preferred treatment, it would 
seem more reasonable to deflate only that portion of 

the firm's total fixed assets which is represented by 
common Shares. A broader question arises as to why 
equity holders in utilities should be protected against 
inflation to the exclusion of bond holders and the owners 


of preferred stock as well as investors in stocks and 


Bonbright, op. cit., p. 275. Much the same position was 
taken by Mr. Van Scoyoc in a submission to the Advisory 
Committee (op. cit. p. 12) - "Thus, if the objective of the 
use of value in the rate making process is to protect the 
utility equity investors from the loss in the purchasing 
power of the dollar which has taken place, it is evident 
that the use of construction cost indexes for such purpose 
would result in a very substantial overstatement of such 
erosion." 
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bonds cf firms operating in the competitive sector of 


the economy. 


(kh) df the rate base is to be inflated to reflect the 
declining purchasing power of the dollar, the rate of 
return will be correspondingly reduced if the total return 
to the utility is held constant. If Calgary Power's rate 
Of raturn tor 1960/7 is 7.45 per centL/ and the plant value 
is understated by 36 per cent2/ then the rate of return on 
deflated dollars would be only 4.8 per dent 2/ In an 
economic environment in which the rate of return is com- 
monly calculated on original depreciated cost, such a 


rate of return would seem very modest indeed. 


The Advisory Committee is mindful of the need of 
electric utilities to raise large amounts of capital on the 
marxet to provide for expansion of their facilities. We favour 
an empirical approach in determining the necessary return to 


the utility companies to enable them to attract capital. The 


i/ Exhibit 56, Calgary Power Ltd., Rate of Return Calculation. 
This rate of return is calculated on original cost less 
depreciation on total plant investment. The rate of return 
on tne common shareholders' equity was about 12.4 per cent. 
(Tradtscrig ep Pul 33 }y 


2/ exhibit 6, Submission of Calgary Power to the Advisory Com- 
mittee p. 28 and Transcript p. 1307. The original cost, 
undepreciated, of Calgary Power's plant is 36 per cent less 
than the original cost, undepreciated, adjusted for variation 
in the purchasing power of the dollar. 


3/ No account is taken here of the difference in depreciation 
allowances between plant account adjusted for variation in 
the value of the dollar and plant account unadjusted. A 
note on depreciation allowances in the company's Annual Report 
Suggests that to date the two methods yield approximately the 
Same accrued depreciation reserve. See Exhibit 65, p. 13. 
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rate base should be determined on the basis of prudent original 

cost on which depreciation allowances are calculated. Bond inter- 
est and dividends on preferred Shares can be calculated and allowed; 
an aacequate return on common stock, including an allowance for in- 
flation, can be determined by reference to the market at rates suf- 
ficient to attract the necessary capital. The sum of these dollars 


yields the necessary return of, and return to, capital. 


The above approach has been labelled one of "financial 
requirements". It has the advantage of-simplicity and a direct 
approach toward the objective, viz., providing the utility with 
a rate structure which will enable it to supply reliable service 
at prices sufficient to cover costs and attract capital for 
expansion. This approach is consistent with the present provisions 
of the Public Utilities Board Act, with the decisions of the 
Board in the two rate hearings for natural gas companies in 1959 
and with the application by Canadian Utilities for an increase in 
its electric rates in 1969.2/ The decision with respect to Can- 
adian Western Natural Gas Co., Limited of March 4, 1959, states: 

"The duty of the Board is to fix just and reasonable 
rates. To do this it is necessary to determine how 
many dollars the company requires. The type of rate 
base used is immaterial. If a trended cost rate base 
or a reproduction cost rate base is used then the rate 


of return will be correspondingly lower than if an 
Original cost rate base were used.” 


e 


P.U.B. Orders 23616, 23965, and 29547. Sec. 81 of the 
Public Utilities Board Act provides that in determining 
& rate base the Board shall give due consideration to 
"the cost of the property when first devoted to the 
public use, to prudent acquisition cost to the owner, 
less depreciation, amortization or depletion ..." 
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The Advisory Committee is of the opinion that it is 
preferable to rely upon the judgment of the regulatory commission 
in establishing rates rather than to attempt to establish a rigid 
Statutory formula such as that embodied in the Regulations to 
the Water resources Act. A rate hearing under the latter has 
never been held. When one was attempted in 1961, upon an 
application by the City of xed Deer and the Town of Jasper Place 
regarding the rates charged by Calgary Power, it "high centred" 
on the interpretation of the Water Power Regulations. Whatever 
the merits of these regulations may be, administrative simplicity 


is not among them. 


Calgary Power takes the position that the purpose of 
a trended cost rate base is not to increase the fair return 
which it is allowed so long as that return is fair. In other 
words, if the undepreciated original cost rate base of the 
company were understated by 36 per cent because of inflation, 
then the present rate of return (7.45%) would be reduced 
proportionately (4.77%) if a trended cost rate base were used .2/ 
Notwithstanding this concession the company strongly endorses 
the trended cost approach of the Water Power Regulations. If 
one objective is to remove the element of human judgment in 
rate making, it does not seem to this Committee that the Reg- 
ulations accomplish this end. Judgment is still implicit in 
the price indices as well as in the determination by the Util- 


ities Board of a "reasonable" rate of return on a trended cost 


L/ Transcript pp. 1001-1003. 
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rate vase .2/ 


The important consideration is that the total return to 
the utility be adequate to preserve its economic viability, and 
yet not price power any higher than is consistent with the supply 
of such power on a reliable basis and in the amounts demanded by 
consumers. The administrative simplicity of the accounting pro- 
cedure necessary to determine an adequate total return to the util- 
ity is an important characteristic of an effective regulatory 


Structure. Such simplicity saves time and money. 


(e) Depreciation 


The price of utility services is set at cost by the 
regulatory authority. Cost is determined by an accounting 
procedure. Depreciation enters into the determination of cost 
in two ways. First, a part of the operating cost in any given 
year is the value of plant and equipment which has been consumed 
in producing the utility service of that year. Second, if the 
return to the utility is determined as a percentage return on 
the rate base, i.e. a rate of return, then the rate base at the 
end of any year is less than at the beginning of the year, apart 
i/ Calgary Power explicitly stated that its support of trended 

cost was because it considered such a rate base provided a 
Superior method of calculating depreciation. Transcript 

p. 1683. The City of Edmonton objected to the use of a 
rended cost rate base on the grounds that the low rate 

of return which the use of such a rate base would permit 

would not appeal to the investment community and would have 
to be raised. This increase in turn would lead to a level 


of rates to consumers which would be higher than necessary. 
Transcript p. 1835. 
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from new additions to plant and equipment, by the year's 


ey A 
cepreciation eevarev- chokes. + 


Assuming that the service life of the fixed plant and 


its end-life salvage value can be accurately foreseen, the con- 


sumers of utility services in any one year should pay the dif- 


ference between the original cost and the salvage value divided 


by the service life. In this way the utility recovers from con- 


sumers the original cost of its plant and equipment during the 


service life of that plant and Piphenant so Depreciation, then, 


is both an operating charge and a rate base deduction. Since it 


is not possible accurately to anticipate the service life of 


fixed equipment, the annual charge for depreciation, and the 


accumulated depreciation reserve, may not be exactly equal to 


the real loss in value of plant and equipment. Older electrical 


generators, for example, may be kept for years and occasionally 


used on a stand-by basis even though their original cost has 


been fully amortized by depreciation charges. 


i/ 


If the regulatory authority permits a revision of utility 

rates on the basis of the utilities' financial requirements, 
then the rate of return on investment may be used as a check 

on the reasonableness of the financial requirement. Under 
either approach, and in practice it is likely to be a combin- 
ation of the two, the calculation of the rate base is essential. 


This is the so-called straight line method of charging deprec- 
iation which is commonly used. Other methods are also employed 
such as the sinking fund whereby an amount of annual depreciation 
is mathematically determined which, when accumulated at a given 
rate of compound interest over the service life, will be equal 
to the net cost of the fixed asset. Different methods of charg- 
ing depreciation allocate the charge in a different fashion over 
time; the straight line method provides for equal annual write- 
offs, the sinking fund for gradually increasing annual charges, 
the diminisning balance method for large write-offs in the 
earlier years. 


~ 
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Depreciation accounting provides a means of allocating 
capital costs over time in proximate accordance with the rate of 
consumption of the fixed assets. The approximation must be ad- 
justed with plant mortality experience; it should not be assumed 
that consumers are paying in any given year for the exact amount 


of plant and equipment which they are using up. 


The method used in determining depreciation as well as 
the method of determining the value of the plant and equipment 
being depreciated is of prime importance to both the utility and 
the consumer. Since electric utilities employ large amounts of 
fixed capital the allowance for depreciation constitutes a sig- 
nificant part of total operating expenditures. For the year 1967 
the ratio of depreciation allowance to total operating expenses, 
including taxes, was 21 per cent for the City of Edmonton, 23 


per cent for Canadian-Northland and 26 per cent for Calgary Payee 


In its initial submission to the Advisory Committee, 
and throughout the hearings, Calgary Power ably defended the 
trended cost approach to the determination of its rate base as 
established by the Regulations to the Water Resources Act. The 
company is of the opinion that this method of regulation is 


Superior to the original cost approach employed by the Public 


L/ cubmission, City of Edmonton, Schedule Awl and annual reports 
of Canadian Utilities and Calgary Power. The ratio for 
Edmonton may be not strictly comparable since Edmonton 
includes sone debt amortization payments in lieu of deprec- 
lation charges. 
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Utilities Board for two reasons: 
(1) Depreciation based upon a trended cost 

rate base more fairly allocates to each 

generation of consumers the capital con- 

sumption cost of producing the power 

which they use. 

(2) Calgary Power's water power licenses expire 

in the year 2000 and, unless renewed, the 

Government of Alberta will at that time 

purchase the entire system. "There are 

options (available to) the Government at 

points before that to take over with bonus 

payments. Apart from the total take-over, 

however, there is a continuing process of 

take-over on a piecemeal basis by franchise 

termination and by annexation." 1/ The use 

of "trended cost" would inflate the original 

cost of plant and equipment by allowing for 

the diminished purchasing power of the dollar. 

These arguments are fundamental to the philosophy and 
method of utility regulation. They are particularly relevant Bg 
this province where we have the major private power Supplier, 
Calgary Power, regulated under the Water Resources Act which 
embodies the trended cost approach, and another large firm, 
Canadian_Northland, regulated by the Public Utilities Board 


using an original cost rate base. 


Let us examine first the issue of whether the rate base, 
on the plant and equipment component of which depreciation is 
calculated, should be inflated to compensate for the shrinking 
value of the dollar in an economy subject to chronic inflation, 
or whether it should be the "original cost" dollars of the year 
in which the fixed investment was made. Any appeal to the 
"experts", or to the literature, does not yield a conclusive 





i/ Transcript p. 1685 
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answer to this vexing question. As we see in Our Survey of 
regulatory practice in other Jurisdictions, the Canadian approach 


nas been largely one of reliance upon original cost. 


Some 90 per cent of Canadian electrical power, how- 
ever, 1S produced by the provincial governments, or, in Ontario, 
by that mild variant therefrom, the Ontario Hydro-Electric 
Commission. Once the state assumes Ownership and the Crown 
operating authority sets its own rates, the question as to 
whether or not the rate base is being expressed in original 
Or present dollars becomes largely academic. Such criteria 
as the financial requirements of the utility and the "reasonable- 
ness" of the rates, appear to Supersede.the rate of return on 


investment and the method of determining depreciation. 


Two expert witnesses who appeared before the Committee 
were unable to agree aS to whether or not there existed a trend 
in the United States toward the use of "fair value" criteria in 
establishing a rate base .2/ It is apparent, however, that a 
United States Supreme Court decision in 1944 (Hope Natural Gas) 


permitted the use of an original cost rate base which had been 





i/ it is often difficult to determine whether any particular 
jurisdiction is "fair value", "original cost" or some combin- 
ation of the two. Into which classification would the Province 
of Alberta fall? Calgary Power, generating 65 per cent of the 
provincial power output, and which has never had a formal rate 
base established, is regulated under the Water Resources Act 
which prescribes a current cost rate base. Canadian-Northland 
generating 10 per cent, and governed by the Public Utilities 
Board Act, is original cost. The municipalities, generating 
25 per cent, establish their ow rates, with or without ref- 
erence to arate base. 
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Gei2ea Uy a cari iot Gecrelon in 2oos “(Smyth Vs. Ames)! “Te 
would” seem that some 13 to 17, out of 56 jurisdictions in the 
United States and its offshore possessions, use "fair value" 

in determining their rate base. The rest use original cost. 
"Fair value" permits at least some consideration being given 

to price change in establishing a rate base. The Federal Power 
Commission, which regulates electric and gas utilities operating 


across state lines, uses an original cost, depreciated rate base. 


The thrust of the argument with respect to determining 
the amount of depreciation on plant and equipment centers on 
whether the objective is to accumulate a depreciation reserve 
which, at the end of the service life of that plant and equip- 
ment, will be sufficient merely to reimburse the firm for its 
original capital outlay, or will serve to replace the plant and 
equipment at current higher replacement costs. If the objective 
is to permit the utility to recoup its original investment in 
plant and equipment, depreciation should be taken on original 
cost; if the objective is to build up a depreciation reserve which 
will be adequate to cover replacement cost, depreciation should be 


calculated on the inflated value of the plant and equipment. 


The difference between depreciation allowances cal- 
culated on these two bases will differ depending upon the rate 
of inflation and the length of the service life of the plant 
and equipment. Technological developments and increasing 
returns to scale in a growing system may so reduce the ratio 


of dollar inputs to dollar outputs as to "obscure and postpone" 
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the effects of inflation upon unit costs for long periods of 
time. This is exactly what has happened in Alberta during 

the twenty-five years following World War II. There have been 
Successive reductions in rates made voluntarily by the private 
power companies, under the surveillance of the Public Utility 
Board, and only in mid-1969 was the first rate hearing held by 


the P.U.B. and a rate increase granted to Canadian-Northland. 


The Committee is of the opinion that the function of 
depreciation is properly to enable the utility to recoup its 
original investment during the service life of the plant and 
equipment. Additions to plant and equipment are being contin- 
ually made and depreciation allowances are being continually 
reinvested in these additions. Since there is, however, a lag 
between the time of investment and the time of recovery of 
depreciation, a rising price level may well cause depreciation 
reserves to fall short of the funds required for replacement, 
regardless of whether or not the utility is growing, if this 
be so, additional investment either from retained earnings or 
from outside sources will be required to replace capital plant 


and equipment. If the utility is growing, which is character- 


istic of electric utilities in this province, further additional 


investment for expansion of plant and equipment will also be 


necessary. 


Calgary Power, like all commercial and industrial 


enterprises, exhibits a dislike of bearing risk of loss. They 
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argue that the history of many utilities, e.g. street railways 
and canals, is replete with examples of capital losses due to 
oosolescence. If such losses in capital value could have been 
reflected in annual depreciation charges and passed on to con- 
Sumers in the form of higher rates, they would not have accrued 


to the holders of equity capital. 


Perhaps of greater concern, now, is the prospect of 
continuing inflation. The company argues that annual deprec- 
dation charges should reflect the erosion of the purchasing 
power of the dollar in order that each generation of consumers 
pays the current cost of the utility services which they are 
receiving. Consumers are getting the benefit of services 
derived from capital investment priced at less than current 
reproduction cost. The holders of debt capital and preferred 
Shares, too, may suffer from price erosion and yet receive no 
compensatory write-up in the value of their investment and they, 
typically, supply about two thirds or more of the capital employed 
by most utilities. The development and application of techniques 
designed to protect all investors from inflation would be most 
difficult. The Advisory Committee is reluctant to recommend 
present value accounting, with all its complexities, as a means 
of protecting one group in the utility industry, the holders of 
common Shares. This group receives some protection from re-invest- 
ment of depreciation allowances and surplus earnings as well as 


by the rate of return. 
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The proper function of the depreciation allowance, we 
suggest, is to recover the original capital investment, not to 
accrue the cost of reproducing a new plant when the old one is 
worn out. The allowance of a return by the regulating authority, 
based upon the financial requirements of the utility, should 
enable the utility to finance additional and/or higher priced 
capital replacements. As we have indicated in our earlier 
discussion of trended costs, we believe that continued adherence 
to an original cost rate base has many advantages of both an 
economic and administrative nature and that its use is con- 


sistent with the making of adequate allowances for depreciation. 


(f) Compensation Upon Take-over of Entire System 


The Regulations to the Water Resources Act provide 

for the valuation of the company's property in the event the 

Province fails to renew the company's water power license at 

Such time as it expires. Should this occur, the Province is 

required to take over the whole, not a part, of the company's 

property. The general provision is that the compensation for 
the property shall be original cost, corrected for any variation 
in the purchasing power of the dollar, and less depreciation 

arising from either physical or functional causes. 2/ 

i/ Alberta Regulation 284/57 Sec. 27. A premium, not to exceed 
10 per cent, is to be added to the value of land and capital 
equipment outside the “severance limit" in lieu of "poing 
concern and other intangible elements". No such premium is 
payable on property within the severance limit. The severance 
limit is so defined as to distinguish those hydro properties 
which are physically essential to the Storage of water and 


generation of power as distinguished from transmission and 
distribution facilities. 
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The Brazeau River Development Act of 1960, which 
provided for the co-operative development of a dam on the 
Brazeau River by Calgary Power and the Province, bound the 
Province not to exercise its rights of recapture prior to 
1980 and, should it take over the company between then and 


the year 2000, to pay a premium not to exceed 15 per cent -/ 


Calgary Power is aware of the trend toward public 

ownership of power utilities in other provinces: 

"The private utility operating in Alberta would 

be blind if it did not see that the whole tendency 

of utility operation in Canada has been toward public 

ownership. To the west of us and to the east of us 

very large utilities have been taken over by govern- 

ments replete with court battles as to evaluation to 

the point where there are very few private utilities 

left in existence in Canada." 2/ 
The economic and political environment in which the company 
operates must of necessity influence its view on what kind 
of regulatory structure it prefers. It would like to recover 
the current value of plant and capital consumed each year 
rather than the original cost since its corporate life may not 
extend past the end of this century. On the other hand, the 
Regulations to the Water Resources Act specify that, in the 
event of take-over, the company is to be compensated upon the 
basis of then current dollars (i.e. original cost inflated to 


offset the declining purchasing power of the dollar) for its 


fixed equipment less accumulated depreciation. The Committee 





i/ Brazeau River Development Act 1960 Ch. 10 
2/ Transcript p. 1685. 
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believes that this provision for compensation adequately protects 
the company in the event of a take-over and that depreciation 
should, for rate making purposes and in fairness to consumers, be 


calculated upon the basis of original cost. 


Since the other privately owned electric utility is 
not regulated under the Water Resources Act, it enjoys no such 
degree of statutory protection as to determination of compensation 
at take-over such as is provided by the Regulations for the water 
power licensee. Neither does it have a statutory limitation upon 
the life term of its license. However, the formula for determin- 
ing compensation which has been used by the Public Utilities Board 
appears consistent with the provisions of the Water Resources Act. 
The Board has computed compensation on the basis of "reproduction 
cost new less depreciation" on the property being expropriated 
or taken-over. 


(g) Compensation Upon Partial Take-over at Expiration 
of a Franchise 


So far we have been discussing the determination of 
compensation for the take-over of an entire company. A much 
more immediate question is as to the compensation which should 
be paid for a part of a power system upon the expiration of a 
franchise. A municipality may, with the approval of the Public 
Utilities Board, grant a franchise for a period not in excess of 


20 years and renewable for . periods not exceeding 10 yeare! 





L/ Municipal Government Act, S.A. 1968 Ch. 68, Secs. 269-271. 
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If either party refuses to renew, the municipality may purchase 
the equipment of the utility at an agreed upon price or, failing 
agreement, at a price and on such terms as may be determined by 
the Public Utilities Board. 

Calgary Power has taken the position that upon take-over 
at the expiration of a franchise, the utility should receive sever- 
ance damages - i.e, that it should be fully compensated for the 
difference in value of the system before and after the take over, 
The failure to do so, the company argues, imposes hardship upon 
other customers of the system or upon customers at other time 
peciodss 7 Calgary Power argued that, if such severance damages 
are not included as compensation, they must be recovered from 
consumers during the life of the franchise and that this is 
difficult since it cannot be known in advance whether or not the 
franchise will be panavere 

Surely if a utility enters into a contract for the 
supply of power for a fixed term and is guaranteed the recovery 
of its costs during this period and the fair value of its 
equipment at the termination of the contract, it has no further 
claim upon the consumers within the franchise area, The Public 
Utilities Board adopted this position with respect to the 
termination of a gas franchise and its decision, upon appeal, was 
confirmed by the Appellate Division of the Supreme Court of 


Riberuee eo 


Dennen ene En ae 


1/ Submission of Calgary Power to Advisory Committee, pp. 59, 60. 
7/ Transcript p. 846. 
3/ Northland Utilities Limited vs, Grande Prairie (1966) 56 WWR 613. 
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The Board's decision in this case was that the price 
to be paid for the property if acquired by the City was to be 
the reproduction cost new less depreciation.+/ The City con- 
tended that it should be required to pay only original cost 
less depreciation. The company contended that the purchase 
price should contain an allowance for severance damages and 
diminution of future earnings resulting from the loss of the 
franchise. The Board ruled that the company had entered into 
an agreement with the city to sell its gas distribution system 
"at a price to be ascertained" in the event that the franchise 
waS not renewed and that, therefore, the transaction would "ot 


involve the elements of a compulsory taking", 


In dissenting from the majority judgment of the Appeal 
Court, Mr. Justice Porter argued for the use of original cost less 
depreciation as the basis for compensation. He pointed out that 
Northland Utilities' rates for gas in Grande Prairie had been 
based upon a rate base of original cost; the city would now have 
a higher rate base determined upon the basis of reproduction cost 
and, hence, to receive the same rate of return as the company, 
would have to charge higher rates. The City of Grande Prairie 


did not purchase the distribution system. 


The Advisory Committee considers this precedent to 
be an important one. The fixing of compensation upon the basis 


of reproduction cost new contains at least two Significant economic 





i/ P.U.B. Order No. 28075, Feb. 24, 1967. 
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implications inherent in its definition as set forth by the 
Utilities Board: 


"Under this concept the assumption is taken that 

the present existing installation is instantaneously 

wiped out and at the date of the valuation a contractor 
_is ready and able to rebuild a system identical in size, 

quality and performance to the one wiped out." 1/ 


These implications are: 


(ajitHe. private atid laty) inte period of rising 
prices, is compensated for the depreciation 
in the value of the dollar in terms of which 
its plant and equipment is valued. 


(bo) The private utility may not be forced to 
accept losses arising from functional deprec- 
jation. The definition quoted above specifies 
tthe cost of reproducing a systen identical in 
size, quality and performance." Given techno- 
logical progress during the term of the franchise, 
it is unlikely that it would ever be economic to 
reproduce the old plant. 


The allowance for functional depreciation, or obsolescence, 
is admittedly difficult in practice and there appears to be some 
confusion in the interpretation of the concept itself. In the 
Board's Order in the Grande Prairie case we find this indefinite- 
ness: 


"Counsel for the City in his argument- contends that 
the concept of reconstruction cost new is based upon 
the building of a system which will do the job. He 
suggests that this means that in undertaking such 
reconstruction the contractor would not laboriously 
go out and slavishly reproduce a system which has 
obsolete aspects in it. 


"This argument had particular reference to pipe and 
the type of meters used. J1t has transpired that 
because of more advanced methods of pipe manufactur- 
ing thinner wall pipe may now be used than was the 





1/ p.u.B. Order No. 27014, June 15, 1965, p. 12. 
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case when the system was first built, Im addition, 

changes in regulations have allowed the installation 

of less costly meters, 

"While these facts are no doubt true, nevertheless 

both the contract between the City and Northland 

and the provisions of the City Act refer not to 

alternate apparatus but to the apparatus that is 

there Vs. .°% 

"This language seems to the Board to be abundantly 

clear. It refers to the apparatus installed and 

not to substitute apparatus, The price, therefore, 

must be on the basis of the existing facilities subject, 

in making the valuation, to giving effect to the factor 

of obsolescence which has to be taken into account,"1/ 

We are not critical of the Board's decision in this 
particular case, As it has pointed out the Board considered 
itself bound by both a contract and by legislation, It may, 
however, have been forced into an inconsistent position by these 
constraints, 

To say that reproduction cost must be that of ''the 
apparatus installed and not to substitute apparatus" but taking 
into account "the factor of obsolescence'! seems contradictory, 
Obsolescence in older plant and equipment arises as the result 
of the development and use of substitutes which give a higher 
ratio of value output to cost input. To calculate the cost of 
building a system “identical in size, quality and performance to 
the one wiped out" as a basis for compensation places the burden 
of inflation as well as the cost of obsolescence upon the 
purchaser, 


This apparent inconsistency in the Board's decision may 


be more apparent than real, The significant issue is as to 
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whether the local consumer or the utility owner, and hence 
indirectly all consumers in the remaining system, is to bear 
the cost of obsolescence. If the local consumer is to bear 
this cost, either annual depreciation charges should include 
an allowance for obsolescence or, alternatively, compensation 
upon partial take-over should be based upon the reproduction 
cost of the original plant and equipment, 

We believe the Board, by its decision, is transferring 
the cost of past obsolescence, to the extent that it has not 
already been covered by depreciation charges, to the new owner 
and hence this cost will be borne by substantially the same 
consumers. With this approach we are in agreement, 

The investor-owned utilities do not favour the''re- 
production cost new less depreciation" method of determining 
compensation upon the termination of a franchise. Calgary 
Power states their position as follows: 

"Finally, Section 59(1) provides for the use of a 

valuation for any other purpose that may occur. The 

major area that falls into this category is the 
determination of compensation on the termination of 

a municipal franchise. It 18 ditrticult to see that 

the compensation in such a case should be based on 

principles different from those relating to compensation 
to be paid at the termination of the license, except 
that separate consideration is required for severance 
damages in that only a part of the system is being 
acquired. The compensation, should be the difference 
between the value of the total undertaking before and 
after severance, with due allowance made for going- 

concern and other intangible values." 1 

The elimination of severance damages from the formula 


ne EEE EERE 


1/ Calgary Power Submission p. 28 
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provided in the Water Power Regulations would make this latter 
formula substantially the same as that employed by the Public 
Utilities Board, Indeed the latter might be somewhat more favor- 
able, depending upon the Board's interpretation of obsolescence 
as compared with the interpretation of functional depreciation 
under the Water Power Regulations, 

If the elimination of duplicative and competing utility 
systems is to be achieved in annexed areas by assigning a 
life-term to the present open-ended permissive orders, a new 
rate base equal to acquisition cost would probably be well in 
excess of a depreciated original cost rate base as Mr, Justice 
Porter has pointed out, 

The Advisory Committee considers that the reproduction 
cost method being employed by the Public Utilities Board is a 
reasonable one, Canadian-Northland does not agree, although 
they signed a contract providing for take over at the end of a 
period. They state: 


"Tn the one case that has been before the Board, 

as has been pointed out to you, the Board deter- 
mined that the municipality should pay the present 
value of the nuts and bolts but refused to give any 
value to the thing as a going concern, and we feel 
that that is unfair, there is something more to what 
the munieipality is getting than just the wires and 
poles or pipes, it has got a going system with customers 
hooked on to it which has cost the utility money to 
get, to get those consumers, and some recognition 

of that should be given if a purchase is made, and 
additionally, the Board should, in our submission, 
take into account the effect, if any, on the balance 
of the utility system, if that as a result of losing 
a substantial part of its load that has an effect on 
the remaining consumers that is something that should 
be given some consideration in the price." 1 


— ne 


1/ Transcript p. 1769 
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If the investor-owned utilities have adequate notice 
of franchise termination, are compensated for plant and equip- 
ment on the basis of reproduction cost new, which method of 
valuation protects them from depreciation of the dollar in a 
time of inflation, we think they will be fairly treated. If 
the utility is also to be compensated for any diminution in 
future earnings attributable to the loss of plant and equipment 
in a particular area, the purchaser will, in our opinion, be 
unjustly penalized. If an allowance for severance damages also 
includes compensation for loss of earnings resulting from future 
growth in the area, as advocated by the private utilities, the 
take-over price would become prohibitive. Such severance damages 
might be warranted if open-ended permissive orders are considered 
to be of a perpetual nature. We do not think this was the intent 


when these orders were originally granted. 


\ 


(h) Franchises and Allocation of Supply Areas 


The Municipal Government Act empowers a municipal 
council to enter into a contract with a utility to supply 
electric power for a period not in excess of twenty years and 
for a renewal period of not more than ten years .+/ 


"If any such contract is not renewed on or before 

the expiration of the original term, or of any 
renewal thereof, by express agreement of the 

parties aforesaid, or if the council does not 
complete the purchase of the subject matter thereof 
as hereinbefore provided, then the contract continues 
in full force and effect until such time as either 
party terminates it on six months! written notice 
given to the other with the approval of the Public 
Utilities Board." 





1/ Sec. 269-1, 270 and 271-2-a. 
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The investor-owned utilities contend that, since 
the Power Commission has established service areas for each 
utility and the Public Utilities Board must approve rates, 
franchises are unnecessary. Calgary Power contends that: 

"If there iS a proper allocation of service areas, 
as we have advocated, by a central regulatory 
authority, we Submit that no franchise system is 
needed. The adequate regulation of service areas 
and rates covers the essential points." 1/ 

The City of Edmonton turned the coin over. "How", 
they ask, "can a municipality negotiate for the best price 
available for power if they are limited, by virtue of a 
service area, to dealing with one supplier?"=/ The sub- 
missions of both parties in this regard serve to emphasize 
the importance of price determination by the regulatory board. 
Both are Saying, in effect, that the municipality purchasing 
power cannot depend upon the adequacy of competitive forces to 
establish a price for power which is adequate to ensure con- 
tinued and reliable supply, but not excessive. The fixing of 
a fair return to the utilities by the regulatory agency, and 
its required approval of rates, at least partially reconciles 
the co-existence of service areas and franchises. The abandon- 
ment of service areas would constitute an open invitation to 
power utilities to compete with each other for franchises. While 
such competition might benefit consumers in the short run, it 
could well lead to higher rates in the longer run as a result 


of the construction of unnecessary transmission lines. 


i/ Transcript p. 1745 
2/ Transcript p. 1811 
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Canadian-Northland objects to the uncertainties 
associated with periodic franchise renewals. 

"We find it entirely unsatisfactory under the 
present arrangement whereby when a franchise 
expires there is always a long negotiation to 
renew it, and usually with the threat by the 
municipality that it will take over, and if a 
renewal is not agreed upon, as had been pointed 
out to you, the Municipal Act provides that the 
franchise is still renewed on an indefinite basis 
but subject to termination by the other party on 
six months! notice; now to operate, as has been 
pointed out to you, to operate a utility with the 
expectation that you will only have a six months! 
life, doesn't allow you to plan and expand ina 
manner to deal with the consumers' needs." 1/ 

The Advisory Committee entertains some reServations 
with respect to the feasibility of recommending the abolition 
of municipal power franchises. It is quite true that, given 
an allocation of Service areas by the Power Commission and 
the approval of utility rates by the Public Utilities Board, 
the use of franchises does seem superfluous. However, the 
municipality has been given the right by the Municipal Govern- 
ment Act either to generate its own power or negotiate a franchise 
with a supplier. The abolition of franchises negatives this right, 


and in our view would lessen the autonomy of the municipality. 


Municipalities may well believe that they can 
negotiate a better rate than they would otherwise receive. 
Rate making is an inexact science as we pointed out when 
cautioning about drawing black and white conclusions from 


rate comparisons. rates differ in different areas depending 


i/ Transcript p. 1768 
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partly upon costs which, in turn, depend upon distance, size 
of load and load factor. This inexactitude provides scope to 
any given municipality to improve its relative rate by skilful 


bargaining. 


The larger municipalities may enjoy considerable 
bargaining power. The City of Calgary, prior to renewing its 
franchise with Calgary Power, investigated the possibility of 
purchasing power from the British Columbia Hydro and Power 
Authority, or of generating its own power at Ardley in co- 
operation with the cities of Edmonton and Red peer, L/ Since 
the City of Calgary purchases more than one third of the 
power generated by Calgary Power, one would expect the private 
Supplier to be somewhat sensitive to the possibility of losing 
this load. In any event, the City negotiated a franchise renewal 
at an initial reduction of 7.5 per cent in purchased power costs 


and was able, in turn, to lower its own retail rates. 


The Committee does not profess to know whether a 
rate hearing for Calgary Power can be conducted expeditiously 
under the terms of the Water Resources Act and the Regulations 
thereto. We have doubts, since the Regulations are, in our 
view, extremely complex and, since the one lengthy effort 
which was made failed to resolve the relevant legal issues. 
For two reasons, then, the preservation of the autonomy of 
the municipality and the apparent difficulties of establish- 


i/ saben 22, Power Committee Report to City Council, Oct. 3, 
1966. 
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ing a rate base for a water power licensee, we favour the 


retention of the franchise provisions. 


A second objection was raised by the private utilities. 
Failing renewal, a franchise is continued subject to six months! 
notice by either party. The private utility companies argue 
that this provision gives the supplier too little time to effect 
an adjustment either to continue, or to terminate his supply 


commitment. 


The Committee considers this to be a valid complaint; 
the uncertainty which such a short term arrangement creates is 
prejudicial to the best interests of both the supplier and the 
municipality in that it inhibits planning and the extension or 
improvement of facilities. Calgary Power has suggested that 
' the franchise should be terminable only after five years' PS tei e! 
We think a three year period of notice would be adequate. Increas- 
ing the length of this "rolling" period of notice reduces the bar- 
gaining capacity of the municipality purchasing power. We think 


a three year period might constitute an acceptable compromise. 


(i) Control and Integration of the Power System 


In Chapter 1 we outlined the structure of the Alberta 
Power System, noting the saving in generating capacity, and 
dnerease in reliability, possible by inter-connection. Can- 
adian-Northland, has well summarized the method and purposes of 


integration: 





i/ Submission of Calgary Power to the Advisory Committee, p. 62 
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"The basic concept of the operation of the Alberta 
grid is that the major suppliers are responsible for 
the adequacy of the facilities for their own service 
areas; but that plant and transmission facilities, 
that additions to plant and transmission facilities, 
are carried out under the overall jurisdiction of the 
Alberta Power Commission to ensure an orderly devel- 
opment and to avoid the development of uneconomic 
excess capacity at any time. With respect to the 
actual operation of the system, the dispatching of 
load on the grid is done through close co-operation 
between the Production Department of Calgary Power and 
the City of Edmonton and ourselves. 


"The arrangements on the interchange of energy are 

made from time to time between ourselves and Calgary 
Power as the circumstances dictate. A reserve sharing 
agreement has recently been concluded between the three 
Suppliers mentioned previously, namely Calgary Power, 
the City of Edmonton and Canadian Utilities, the pur- 
pose of which is to ensure the adequacy of reserves for 
joint needs of all the parties. 


"In brief, the reserve sharing agreement provides 
that each party will maintain generating facilities 
equal to 115% of its own system requirements. To 

the extent that any one party is deficient, the 
deficient party will pay to those meeting their com- 
mitments, such deficient party shall be deemed to 
-have purchased from the other that shortage. I wish 
to emphasize that the agreement deals only with gener- 
ating capacity and is not intended to be nor is it an 
agreement covering interchange of energy between the 
systems." 1/ 


The payment for deficiency of generating capacity under this 


agreement has been fixed at $9 per KW. 

The formalization of this agreement for sharing 
generating capacity is an integral part of an arrangement 
for the interchange of power. The City of Edmonton and Calgary 


Power have interchanged power; a shortage of power resulting 





BF 

u/ Transcript of Hearings Before the Public Utilities Board 
in the Matter of Rates for Electric Energy to be Charged 
by Canadian Utilities Limited, Vol. 2, June 4, 1969, 
pp. 35, 36, 37. 
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from the outage of a large generator at Wabamun was overcome 
in this way. Canadian Utilities have "borrowed" power from 
Calgary Power, pending the installation of an additional large 
generating unit at Battle River. Calgary Power has purchased 
from Medicine Hat, power surplus to the latter's requirements, 
and resulting from the installation of a larger generating 
unit than the City needed at the time. Calgary Power and 
Canadian Utilities have also shared the operating and capital 
costs of a 240 K.V. transmission line from Wabamun to Slave 


Lake. 


These arrangements, worked out voluntarily among 
the power utilities, have made possible a better use of scarce 
resources than would be possible by the utilities meeting their 
own needs voluntarily. The consumers of energy, as well as 
the utilities, benefit from this pooling and integration of 


resources. 


Successful as these voluntary efforts have been, we 
can see advantages in giving the Power Commission an over- 
riding authority to regulate the building of facilities in 
such a way as to achieve integration and the fullest possible 
use of existing facilities. There may well be occasion to 
select the location, size and fuel used in future generating 
capacity in order to minimize the generation costs of the 


system as a whole. 


The past record of co-operation between the power 


utilities suggests that they will continue in the future, 
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voluntarily, to integrate their power systems. None the less, 
failing agreement, we think the Power Commission might well 
Serve as a clearing house for such co-operative endeavours and 
should, indeed, be given the authority to develop plans for 
growth and integration of the system. The proposed draft of 
the Power Commission Act (Sec. 36) gives the Commission author- 
ity to integrate the power systems of both the privately owned 
companies and the municipalities. All of the power utilities 
in the province who appeared before the Advisory Committee were 


in substantial agreement with this proposal .=/ 


The present Power Commission Act provides (Sec. 7-.2') 
that "no proprietor shall construct, extend, alter or commence 
to operate an electric public utility without first obtaining 
the approval of the Commission." By virtue of the ambiguity 
of the definition in the Act of a "proprietor", it is uncertain 
as to Heuer or not this provision applies to filinted pAaey 
owned electric utilities. The Public Utilities Board Act 
(Sec. 8l-l-e) grants to the Board authority to require the 
owner of an electric utility "to construct, maintain and 
operate .. . any reasonable extension of his existing facil- 
ities,..': Since nb municipal utility has voluntarily brought 
itself under the provisions of the Public Utilities Board Act, 


they are exempted from this provision. 





i/ The City of Edmonton, while agreeing with the necessity for 
integration, was of the opinion that such integration could 
be achieved voluntarily, and that regulations designed to 
achieve that end should not be introduced until such time 
as pate informal arrangements proved inadequate. Transcript 
p. 1842. 
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The only order, we are informed, which was ever 
issued by the Board under this section was in 1949 when, after 
a public hearing, Calgary Power was ordered to construct an 
"extension" to supply power in the Crowsnest Pass area. The 
company, in compliance, built its Kanelk transmission line to 


serve this area. 


The Draft Power Commission Act removes this ambiguity 
and gives the Power Commission the authority to order extensions 
of electric power. The Similar provision now included in the 
Public Utilities Board Act should be removed. We are in agree- 
ment, both with the intent of this revision, and the principle 
of including in the Power Commission Act all provisions relating 


to physical integration. 


(j) Uniform Accounting Practices 


An essential tool for the co-ordination and integration 
of the power system in the province would appear to be the 
development and use of a system of uniform accounting by all 
of the power utilities. Mr. J. G. MacGregor, the Chairman of 
the Power Commission, believes such a system of uniform accounts 
to be necessary to the planning and integration of the system. 


"Because of the various methods of accounting, it is 

not now possible to compare the generating costs of 

the different power corporations -- either privately 
owned or municipal. So that comparisons can be made, 
the Commission proposes to set up in conjunction with 
the Public Utilities Board a standard system of account- 
ing which both the Public Utilities Board and the Power 
Commission will adopt. This would be much along the 
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lines of the standard system of accounting which 

the Public Utilities Board has set up for regulating 
gas utility companies. Such systems have been adopted 
by the Federal Power Commission in the United States, 
and by the National Energy Board in Canada, and by 
various regulatory authorities particularly in the 
United States. 


"Once comparable generation costs are available, the 
Commission will be able to show which power plants 
Should be expanded, which should be retained without 
expansion, and which should be phased out, or used 

for peaking purposes only. There will also be a clear 
indication of which methods of generation Should be 
given priority, having regard to available energy 
sources and distances from areas of probable load 
growth. 


"Since there are several power corporations both 
privately-owned and municipally-owned in Alberta, and 
Since there is a great discrepancy in their size, many 
difficulties may be experienced in striving towards 
this ideal. One practical consideration which must be 
observed at all times is that no corporation should be 
asked to do anything that will make its cost of power 
higher than if it were left to itself. In other words, 
when thinking of interconnecting two power corporations, 
one fundamental consideration must be that such inter- 
connections can only be forced upon the corporations 

if each benefits by it. The rates which would form the 
basis of interchange of power between generating corpor- 
ations would be one of the most important factors con- 
Sidered by the Commission, as it would be unthinkable 
to insist that one corporation buy power from another 
when it could generate that power less expensively on 
its own.” 1/ 


Section 80-c of the Public Utilities Board Act 
provides that: 


"the owner of a public utility shall keep his books, 
records and accounts so as to afford an intelligent 
understanding of the conduct of his business and in 
accord with such uniform system of accounting as the 
Board may prescribe by regulations." 





i/ J. G. MacGregor, unpublished memo. dated March 31, 1967. 
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The owner of a public utility is so defined as to exclude 

the municipal utilities and no regulations to the Act have 

ever been proclaimed. We think both of these deficiencies 
Should be remedied. Sec. 54-c of the Draft Power Commission 
Act would give the Commission the authority to prescribe such 
regulations for all utility owners. As Mr. MacGregor indicates, 
such regulations should be formulated jointly by the two reg- 
ulatory authorities in order that they may meet the needs of 


ere het oe 


The Public Utilities Board has developed a system of 
uniform accounts for gas utilities. It will prove difficult to 
formulate such a system for the electric utilities when these 
are regulated by legislation as disparate as the Water Resources 
Act and the Public Utilities Board Act. If both privately owned 
utilities were regulated under the latter Act the adoption of a 


uniform system of accounts would be greatly facilitated. 
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Chapter 3 
REGULATORY PROCEDURES IN SOME OTHER JURISDICTIONS 


In an effort to gain a better perspective of 
regulatory practice in this province, the Committee has 
interested itself in the regulatory procedures practised 
in other parts of tporyhennte to a lesser extent, in the 
United States. We turn now to a brief survey of utility 
regulation 9, cease apart from Alberta, which we will deal 


with in greater detail in Chapter 4. 


(a) Regulation by the Federal Government 


In Canada, federal government agencies regulate 
utilities involved in interprovincial or export trade. The 
Canadian Transport Commission was created in 1967 and took 
over responsibilities previously vested in the Board of 
Transport Commissioners, the Air Transport Board and the 
Canadian Maritime Commission. The Commission is charged 
with the regulation of railway, commercial air and merchant 
marine services and of interprovincial and international 
motor vehiele transport. It also has certain jurisdiction 
over telephones and telegraphs and regulates The Bell Telephone 


Company of Canada and the British Columbia Telephone Company. 


The National Energy Board, established in 1959, 
is responsible for the regulation of the construction and 


operation of those oil and gas pipelines which are under the 





1/ Limited inquiries and persuals of some legislation was 
considered adequate for the purposes of this review. 
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jurisdiction of the Parliament of Canada as well as the tolls 
charged for transmission. The export of electric power and 
the construction of transmission lines used for this purpose 


are also under the control of this board. 


In the history of railway rate regulation in Canada 
the Board of Transport Commissioners has not determined rates 
on the basis of a rate base and an allowed rate of return. 

The Canadian Pacific Railway in its submission to the Royal 
Commission on Transportation of 1951 asked that the Railway 
Act be amended to provide for such a basis of rate fixing. 
The Royal Commission refused to accept this recommendation: 
"If the proposed amendment submitted by the 
Canadian Pacific Railway were adopted it would 
tend to make the Board mere computers of a rate 
base and a rate of return, and calculators of 
the amount of increases necessary to bring about 
that rate of return. The Board should not be so 
atrophied. The Board's duty is to consider the 
justness and reasonableness of rates not only as a 
whole, but in particular as well. Fair return on 
property investment may be one of the tests; it 
must not be either the sole or guiding test." 1/ 

The general basis of regulation appears to be what 
has been called the "financial requirements" base. The Board 
has been concerned with the general and particular level of 
rates on the one hand and the necessary financial integrity of 
the railway on the other. Subject, as they have been, to 
severe competition from other forms of transportation, the two 


railways, and certainly the Canadian National, would probably 





i/ rensae of the Royal Commission on Transportation, 1950, 
p. 70. 
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have experienced difficulty in earning a fixed "reasonable" 


rate of return on their depreciated original cost rate base. 


This approach was attempted in the United States 
after 1920, and although valuations of railway property have 
been made "at tremendous expense and over a period of many 
years", the Interstate Commerce Commission found that it was 
"impossible to prescribe rates which would give the railways 


as a whole a fair return on investment in railway property." 1/ 


(b) Regulation by Provincial Governments 


The regulation of electric power utilities differs 
among the provinces since the pattern of ownership varies. 
Private power companies are operating on a relatively significant 
scale only in Newfoundland, Prince Edward Island, Nova Scotia 
and Alberta. In the others, the provincial governments, through 
the agency of a crown corporation, have assumed major, if not 
complete, responsibility for the generation, distribution and 


pricing of electric energy. 
(i) Newfoundland 


This province established in 1954 a commission, the 
Newfoundland and Labrador Power Commission, for the purpose of 
supplying power where needed and particularly to the rural areas. 
The Commission presently owns about 30 per cent of the generating 


capacity in the province and anticipates that this share will 





i/ Ibid. p. 68 
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increase to 70 per cent by the end of 1970. Once the huge 
plant at Churchill Falls becomes operative the provincially 
owned share of capacity, as a percentage of the total, will 


drop sharply. 


The Commission sells power, at wholesale, to privately 
owned local Borer utilities for distribution and, at retail, 
to industrial plants. The latter, although small in number, 
are large consumers. The investor owned utilities who retail 
power eStablish their own rates, although these must be approved 
by the Board of Commissioners of Public Utilities. As a crown 
corporation the Commission is not subject to the Public Util- 
ities Board; its policy is to establish rates at such a level 
as to cover all operating and capital costs. In determining 
rates, the Commission does not include depreciation as a cost 
but includes rather debt servicing charges and debt retirement 


payments. None of the municipalities distribute power. 


The Commission also Supervises and administers the 
rural electrification program. The government finances the 
capital development, provides an operating subsidy, and sets 


the rates charged to customers. The present policy is to fix 





i/ This information was obtained by correspondence with 
Mr. W. W. Garland, C.A., Controller and Secretary to 
the Newfoundland and Labrador Power Commission. 


Mr. Garland states that, "We do provide depreciation 
in our accounting records and thus in our financial 
statements, but it is not included in operating costs 
for determining rates. This depreciation for long 
life assets is based on the sinking fund method and 
on a straight line basis for short life assets." 
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rates sufficiently high as to cover 50 per cent of the 
Operating costs for power generated by diesel engines and 
sold to general service users. The rates charged for hydro 
are comparable to those charged by the private utilities. 
Some two thirds of the 16,000 customers served by the rural 


systems are using power from diesel generation. 
(ii) Prince Edward Island 


Virtually all of the power generated and consumed : 
on the Island is produced by a private company, the Maritime 
Electric Company Limited of Charlottetown, using a 70.5 mega- 
watt steam turbine plant. The Town of Summerside has a 
municipally owned diesel plant which is used to supply peak 
load requirements. Practically all of its municipal power 


requirements is purchased from Maritime Electric. 


The Town of Summerside establishes its own rate 
structure for customers within its corporate limits. Surplus 
funds derived from the operation of the electric utility are 
transferred to the consolidated revenue fund of the Town. All 
electric rates outside of Summerside are "controlled" by the 
Public Utilities Commission. The "Earnings Base™ in the Province 


is prudent original investment less accrued depreciation._/ 


In discussing the determination of service areas 


for utilities Mr. Brennan offered this comment: 





a/ This information was obtained by correspondence with Mr. 


W. R. Brennan, P. Eng., secretary to the Public Utilities 
Commission. 
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"Although there have been great changes in 
boundaries between various utilities, there has 
never been any serious difficulty in deter- 
mining which utility will serve customers. 

In setting water and sewerage rates recently, 

a revision has been made so that regardless 

of which utility serves a customer within a 

given municipality, all customers within the same 
municipality pay the same rates. These are col- 
lected by the municipality in which the customer 
resides and if the customer is supplied by another 
municipality, they remit to that municipality for 
his service on the basis of that municipality's 
rates." 


(dod we OMe CODA a. 


A crown corporation, the Nova Scotia Power Commission 
generates, transmits and distributes power in the province. It 
serves about one half of the Nova Scotia market, the other 
half being supplied by a private company, the Nova Scotia 
Light and Power Company Limited. There are 17 municipal 
utilities operating their own distribution systems in the 
Province. The municipally owned systems buy their power 
from the Commission and retail it within their municipal 
area. One municipality operates a small hydro installation 
which is used to reduce its peak demand for power from the 
Commission. This is the only instance where a municipal 


distributor also has a generating facility of its own. 


The areas served by the two suppliers have been 
developed over the years and, apparently, there have been no 
disputes as to the boundaries of their respective service 
areas. The resolution of any such dispute would appear to be 


the responsibility of the Board of Commissioners of Public 
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Utilities. The Public Utilities Act, Chapter 258, &.S.N.S. 
1967, provides: 


"50(1) No public utility shall begin the 
construction of its line, plant, or system 

or any extension thereof in any territory 
already served by a public utility of like 
character, without having first obtained 
from the Board a certificate that the present 
or future public convenience and necessity 
requires or will require such construction." 


"51(1) No public utility shall make any 
extensions to or changes in its line, plant 

or system which are likely to be detrimental 

to the service supplied by any other public 
utility without first giving reasonable notice 
in writing by prepaid post of the same to the 
chief office in the Province of such other 
public utility. The public utilities directly 
concerned may agree upon methods and specifica- 
tions which will, so far as reasonably possible, 
minimize the detrimental effect on the service 
of such other public utility. 


(2) In the event of the failure of a public 
utility to comply with the provisions of sub- 
section (1) as to notice or in the event of failure 
so to agree, any of the parties directly concerned 
may make application to the Board for a hearing 
with respect to the matter in issue. 


(5) In the event of a dispute or disagreement 
between two or more public utilities as to which 
public utility should serve any particular territory, 
the Board shall, after each such examination and 
inquiry as it deems adequate, determine the matter 
and the Board may, by order, direct which public 
utility shall serve the said territory. 


(6) Without being limited by the foregoing 
provisions of this Section, the Board may at any 
time order a public utility to serve any particular 
territory not then served; provided, however, that 
no such order shall be made if, in the opinion of 
the Board, it would place an unreasonable financial 
burden on the public utility." 


Some of the municipal utilities which have been able 
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to realize surpluses on their operations have turned such 
Surpluses over to the municipal government to be used for 
general purposes. There has been a trend for municipal util- 
ities to sell their operations which, with one exception, have 
been acquired by the Power Commission. This one, which was 
offered on a tender basis, was sold to the Nova Scotia Light 


and Power Company Ltd. 


The Nova Scotia Power Commission has been specifically 
exempted by legislation from the provisions of the Public Util- 
ities Act. Its own rate structure is subject to approval only 


by the Lieutenant-Governor-in-Council. 


The Board of Commissioners of Public Utilities must 
determine or approve all rates charged by the private company 
and the municipal utilities: 


"Rates charged by the municipal utilities must 
be Submitted to the Board and all changes must 
be approved by the Board. These matters are 
dealt with upon formal application to the Board 
by the Municipal Council by petition in writing 
and after public hearing. Each year the Board 

» hears a considerable number of minor rate 
applications. The latest major rate application 
made by Nova Scotia Light and Power Company 
Limited took place in 1963." 1/ 


These utilities are permitted to earn approximately 
7% on a prudent, original cost, depreciated rate base. It may 


be worth noting that an amendment to the Public Utilities Act 


in 1923 provided that a public utility was entitled to earn 





i/ As indicated in a letter to the Committee dated March 10, 
1969, from W. D. Outhit, Q.C., Chairman of the Board. 


‘leet 
wiqte 


iS eteg 
7 


© eased ig & 


MWESME 2 Cand soLzor vis 





Sy he 


annually an amount equal to 8% of the "fair value" of its 
property. In 1943 the statutory return provision of 8% was 
repealed; prudent original cost became the basis of valuation 
of property and assets instead of "fair value", and a public 
utility was declared to be entitled to earn annually "such 
returns as the Board deems just and reasonable" on the rate 
base determined by the Board. The Board has not determined 
different maximum levels of earnings for the municipally 


owned utilities and privately owned utilities as such .2/ 


Where a valuation of a utility is ordered by the 
Board, the costs incurred may be charged to the utility and 
added to its rate base as a capital charge. (Sec.30-1,2,3.) 
These valuation costs are, however, removed from the rate 
base over a period of years by annual instalments chargeable 


to operating expense. 


The Board requires that depreciation be calculated 
by the straight line method, and, although the depreciation 
rates used by each utility must be approved by the Board, no 
effort is made to enforce province-wide uniformity of deprec- 
iation rates. There are differences in the average service 
life of plant equipment in different parts of the province and, 


therefore, variations in rates of depreciation. 


The Board, by regulation, prescribes a system of 


uniform accounting which it requires the utilities to follow. 





i/ W. D. Outhit, Paper presented to Conference of Public Util- 
ities Commissioners 1963, p. 27. 
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It proposes to update this system in the near future and to 


require additional sub aeeotntet/ 


The province has assisted the development of rural 
electrification by paying a part of the capital cost of extend- 
ing services to rural customers. The rural customer makes a 
capital contribution to the utility in order to bridge the 
gap between the actual cost and the government's contribution. 
The Power Commission provides a loan facility whereby the 
farmer may finance his capital contribution by borrowing up 
to $4,000, repayable over 12 years and at current rates of 


interest. 


The Power Commission and the private utility 
(N.S.L. & P.) are administering rural electrification extensions 
in their areas and providing power without operating subsidies 
from the government. Some 99 per cent of the province is now 


served with electricity. 


In summary, then, the Power Commission determines 
its own selling prices; the Public Utilities Board decides 
who shall serve which areas and establishes rates for the 
private power companies and the municipalities on the basis 


of a depreciated original cost rate base. 
(iv) New Brunswick 


A crown corporation, the New Brunswick Electric 





L/ W. D. Outhit, letter of March 10, 1969. 
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Power Commission, supplies power directly or indirectly to 
over 95 per cent of the province. Three cities, Campbellton, 
Edmunston and Saint John, operate their own municipal electric 
utilities. The first two have their own generation facilities 
which are integrated with those of the Commission; Saint 


John purchases its power from the Commission. 


The small municipality of Andover Perth is generating 
and distributing its own power while one village, Black's 
Harbour, is served by the only private utility in the province. 
We are advised that this company is presently negotiating for 
the sale of its generating and distribution facilities to the 


Commission. 


All of the other cities, towns and villages in the 
province are served directly by the Commission although all 
municipalities enjoy the right to generate and distribute their 
Own power. Apparently no problems have arisen as a result of 
changes in municipal boundaries. Agreement between the mun- 
icipalities and the Power Commission for sale or purchase of 
distribution facilities in the annexed areas have been reached 


on the basis of mutual agreement. 


With the exception of the Power Commission, all 
public utilities in the province are regulated by the Public 
Utilities Commission. The Power Commission may fix its own 
rates and also determine the price at which any electrical 


energy which it supplies may be resold by "any municipality, 


Pao 





















ool setae 


oo Bisaetioat to yLissstb wewoq seslqqne 

yaork iedgmad .saisio sauiT seontvonq ers to ies asq 2 18ve) : 

Sindgeeis Lacttolaum avo tsend scetege iol ¢niee one sod enumbe 

Setsiliaei noiisieisy aro Tien) Sven ow’ santa wits ae hobitou- 

gment .noleetiame) sas ts s2civ dijiw bevstgecns os co tnw 7 
wotepitamod.cis wotl owed evi Seasnatig auto’ 


ghivstents 2. dined tev ybnk. Bo. ysitesioinivm Lisee ea? ‘= 
ate#asid \egeltiv eno elisw “evoq avo eti grivediveeke ome 
son Ivor ede ni web lity eisvirg wind ets yo bevees es wodial 
"0b gaiteisonen ylidsees| ei yosqmos e.n3 JAR Ssaivhe eas OW 


ef? od eolviliost nolvirdinierbd bos gn treienég evi to Si eee 


ede ot @ogeiitv bas envos .2aid.5 wsis0 Ghs To ish 


fie mgvonsls noteeiamo> eds yd yisosrlS bevies ste SOR ave ae 


et 


Sisdt edgudPiteis Dac sysnaisg of vdgiu snc yotas senmitegieiam 
Re. tiveot aes neeiis even ens igorg on Yicne tage Tawog we 
tm ens nepwied mpeqaatga s2eiisbavod ls¢iuingm al senna 


to emgiotg - tid a aa AgtesianGd aswod att bas a 


ITE 
corporation, person or hydro-electric district .n2/ 


The Municipalities Act (Sec. 188) provides that a 
municipality distributing electric power may make such charges 
to the user of the utility as to produce either an annually 
or triennially balanced budget. Surpluses or deficits may be 
credited or debited against the budget for the utility for 
the second next enSuing year or may be spread over a three 


year period beginning with the second next ensuing year. 


The Electric Power Act (Sec. 21) provides that the 
Commission shall fix and charge such rates as will enable it 
to pay all operating expenses, to provide for "renewal, recon- 
struction and expansion", to meet interest on working capital, 
to meet any unforeseen expenses caused by destruction, and 
"to maintain such reserve, depreciation and surplus accounts 
as are maintained by a properly managed corporation." One 
might infer that rates are set upon the basis of "the financial 


requirements" of the Commission. 


The Act provides for the organization of Hydro 
Electric Districts to purchase power from the Commission and 
to distribute such power in rural areas. The elected com- 
missioners of such a district are empowered to levy taxes on 
real and personal property and to collect a poll tax to support 


such power extensions. (Sec. 47-2). 





d/ Electric Power Act, Section 35=6, 
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In summary, the Power Commission supplies and prices 
most of the power produced in the province either directly, 
or through the municipalities and hydro electric districts. 
It also determines the service areas of privately owned 
power Suppliers and may require the latter to extend service 
to particular customers or areas if it appears to the Com- 
mission that the private corporation will receive an adequate 


return upon its necessary investment (Sec. 34-5). 


(v) Quebec 


The Quebec-Hydro Electric Commission was established 
in 1944. In 1963 the Commission acquired ownership of the 
remaining major private power companies in the province. 

"As a result of these transactions, all electricity 
production, except for facilities operated by certain 
industrial organizations in their own manufacturing 
operations, was brought under the control of a Single 
authority. The services of the Commission now cover 
virtually the entire province except for local distri- 
bution of small amounts of electricity by some municipal- 
ities, most of which is purchased from the Commission 

or its subsidiaries." 1/ 

Although most of its customers are served directly, 
Quebec Hydro has 13 contracts with municipal systems and one 
with a co-operative. A few private distribution systems are 


Still operating in the province. 


Quebec Hydro establishes its own Selling price and 
conditions of sale as is apparent from Section 22 of the Hydro- 


Quebec Act. 





i/ Canada Year Book 1968 p. 683 
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"The object of the Commission shall be to supply 
power to the municipalities, industrial or com- 
mercial undertakings and citizens of this Province 
at the lowest rates consistent with sound financial 
administration. 


"It shall establish the tariff applicable to each 
class of consumers according to the real cost of 
the service furnished to such class, in so far as 
practicable. 


"The rates and conditions upon which power is 

Supplied shall be fixed by by-law of the Commission 

or determined by special contracts between the Com- 
mission on the one hand and municipalities, electricity 
co-operatives or industrial or commercial undertakings, 
as the case may be, on the other. Such by-laws and 
contracts must be approved by the Lieutenant-Governor- 
in-Council." 


The decisions of the Commission are not subject to 


appeal to the courts. 


The Act provides (Sec. 24) that the Commission shall 


.Maintain its prices for power at a sufficient level to defray: 


(1) 
(2) 
(3) 


(4) 


(5): 


(6) 


All operating costs 
Interest upon the capital invested 


Amortization of such capital over a maximum 


period of fifty years 


An adequate reserve for the renewal of the 


system 
A reserve for contingencies 


A reserve for the stabilization of rates 


Any surplus funds available to the Commission after 


the establishment of reserves are to be paid into the con- 


solidated revenue fund of the province upon the requisition 


of the Minister of Finance. 
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The thirteen municipalities which have wholesale 
contracts with Hydro Quebec do not have their retail rates 
regulated by either this authority or the Hlectricity and Gas 
Board which regulates privately owned gas and electrical 
utilities. The Llectricity Municipalization Act empowers 
municipal councils "to establish and administer (their) 
electricity system" (Sec. 6) and to determine their own 


rate structure (Sec. 8-1). 


Section 43 of the Hydro Quebec Act authorized the 
Executive Council to advance to the Commission up to $10 million 
for the construction of electric distribution lines for the 
Service of rural areas. These advances are repayable over a 


period of not more than fifty years at two per cent interest. 


The Commission is also empowered to grant loans, 
either directly, or through the agency of municipal corporations 
or co-operative syndicates, for the cost of electrical instal- 
lations on a farm capable of being served with power. These 
loans, limited to a period of ten years, may not exceed $300 


per farm. 


In the Province of Quebec, then, power is supplied 
for the most part directly to consumers by a crown agency, 
Quebec Hydro. Those municipalities which distribute power are 
free to establish their own rate structure. Quebec Hydro 
determines its own rates on the basis of its financial require- 


ments. 
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The province of Ontario has organized its major 
power generation and distribution facilities as a quasi- 
co-operative. The Hydro-Electric Power Commission of Ontario 
is both an operating and a regulatory agency. The Commission 
generates and transmits power which it sells at "cost" to some 
354 participating municipal utilities who, in turn, retail it 
to their customers. The Commission also makes direct sales 
to some 87 industrial establishments and directly to rural 
customers or, in some 30 municipalities where the Commission 


itself owns the distribution facilities, to urban consumers. 


This organization may be described as a quasi- 
co-operative Since the municipal commissions purchasing power 
from Ontario Hydro acquire an equity in this latter organization. 
The rates which they pay include a capital component designed 
to retire Ontario Hydro's long term debt. This debt represents 
investment in power facilities. In this way the municipalities 
had acquired, as of December 31, 1967, an equity of some $456.8 
million in Ontario Hydro's net assets of $3.4 billion. The 
Power District, which includes direct consumers outside urban 
municipalities, have an equity of some $176.2 miliion.2/ In 
the aggregate, then, these equities amount to some 18 per cent 


of Ontario Hydro's net assets. 


Ontario Hydro in selling power to its associated 





L/ 1967 Annual Report, The Hydro Electric Power Commission of 
Ontario, pp. 28, 30. 
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member municipalities "at cost", defines cost as including: 


"a payment for power purchased, charges for 
operation, maintenance, and administration, 

and related fixed charges. The fixed charges 
represent interest, an allowance for depreciation 
and a provision for debt retirement. The mun- 
icipal utilities operating under cost contracts 
with the Commission are billed throughout the 
year at interim rates based on estimates of the 
cost of service. At the end of the year, when 
the actual cost of service is established, the 
necessary balancing adjustments are made in their 
accounts. Retail rates for the municipal util- 
ities are established at levels calculated to 
produce revenue adequate to meet cost." 1/ 


The rates "chargeable by any municipal corpor- 
ation generating or receiving and distributing 
power are subject at all times to the approval 
and control of the Commission." 2/ 


Similarly the Commission must approve any municipal 
borrowing done for purposes of improving or extending the 
power system and must approve the municipal commission's account- 


ing See! 


Tne Power Commission Act also provides that: 


“Whenever it appears from the accounts of a municipal 
corporation or municipal commission receiving electrical 
power from the Commission for distribution that there 
is a surplus of revenue derived from or pertaining 

to an electric utility over the expenses thereof after 
providing for any payments required to be made on 
account of principal or interest of any debentures 
issued for the construction and equipment of works for 
the production, development, distribution or sale of 
electrical power, and for such depreciation and other 
reserves as the Commission deems proper, the surplus 
Shall be applied and disposed of in such manner as 

the Commission by general regulation or special order 
directs," 





Tbids pss 
The Power Commission Act of Ontario, 8.5.0. 1960, Ch.301,Sec.99. 
Ibid. Secs. 98 and 100 
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Ibid. Sec. 106 
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The guidelines used by the Commission in pricing 
power to the ultimate consumer may be Summed up in this way: 


"It is the Commission's policy to have municipal 
commissions establish retail rates at levels 
calculated to return adequate revenue to meet the 
costs of operation, including appropriate allow- 
ances for depreciation of facilities and the repay- 
ment of long-term debt, and to provide in addition 
Some reasonable margin of reserve to facilitate the 
internal creation of capital funds. Within this 
general framework, the maintenance of reasonable 
Stability in rates is the prime concern." 1/ 


Some municipalities generate a part of their own 
power or purchase power from suppliers other than the Com- 
mission. If they purchase a part of their power from the Com- 
mission, they sign an agreement undertaking to regulate their 


own power generation and other power purchases in a manner 


acceptable to the Commission. 


The allocation of Service areas has, apparently, 
caused no problems. Again quoting from Mr. Hambley: 


"When a municipality extends its boundaries by the 
annexation of some part of the area served by the 
Power District, the normal procedure is to transfer 
direct customers of the Commission to the local 
utility, and to transfer the distribution facilities 
at depreciated cost together with that portion of the 
power system equity applicable thereto. In some 
exceptional circumstances, particularly if there are 
manifest advantages to the municipality concerned, 
the Commission may continue to serve a direct customer 
within the municipal boundaries." 


Ontario has also provided financial help for rural 


electrification: 





i/ Quoted from a letter to the Committee of January 16, 1969, 
from Mr. J. M. Hambley, General Manager, The Hydro Electric 
Power Commission of Ontario. 
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"Over many years subSequent to the enactment of the 
aural Hydro. Distribution Act in 1921, the Province, 

as a form of assistance to the agricultural industry, 
contributed half the initial capital invested in the 
SXveiciom of rural Grstribution facilities. In 1957, 
the rural community in Southern Ontario was virtually 
completely served with electric power, and in recog- 
nition of this fact, the provincial contributions were 
discontinued beginning in that year. The practice has 
been continued in Northern Ontario where the present 
annual contribution is approximately $1 million. The 
total contribution at the end of 1968 will, therefore, 
be in the vicinity of $121 million." 1/ 

The Public Utilities Act provides a municipality 
may produce any utility service for its own uSe and that of 
its inhabitants (Sec. 18-1) and may fix the rates charged 
for such utility services at its discretion (Sec. 27-2). 

Only when the municipality enters into a contract to purchase 
power from Ontario Hydro does it become liable to the conditions 


which are outlined above with respect to its electric utility. 


In summary, Ontario Hydro is, in effect, a publicly 
owned power system covering the entire province. Because of 
the quasi-co-operative nature of its organization, the users 
of power rather than the public, own the system. However, since 
the users of power and the public are, in effect, the same group, 
the distinction is more apparent than real. None the less, 
this type of organization may have real psychological advantages 
in that it gives the individual power consumer a sense of 
participating in the ownership of "his" utility which is supply- 
ing him with power "at cost™. Such a proprietory interest 


minimizes any possible disagreement as to service areas and 





1/ Ibid. 
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eStablishes a favourable climate of public opinion which is 
conducive to good management. Ontario Hydro has long enjoyed 


an enviable reputation as a well run public utility. 
(viiPjan Manitoba 


A crown corporation, Manitoba Hydro, produces and 
distributes power throughout the province. Winnipeg Hydro, 
a municipally owned utility, serves the customers within the 
original boundaries of the City of Winnipeg. It does not 
serve any customers beyond those boundaries nor does Manitoba 


Hydro serve any customers within them.2/ 


All other consumers in the province are served 
directly by Manitoba Hydro with the exception of consumers 
in Flin Flon and Snow Lake who are supplied by Hudson Bay 
Mining and Smelting Co. Limited and customers at Lynn Lake 
who are supplied by Sherritt Gordon Mines Limited. Manitoba 
Hydro has made an agreement to supply in 1970 the customers 
at Lynn Lake and the mine and to take over Sherritt Gordon's 


generation foot estes </, 


The rates charged to consumers in these smaller 
centers and to the customers of Winnipeg Hydro are under the 
jurisdiction of the Public Utilities Board of Manitoba. We 
understand that Winnipeg Hydro has for many years yielded a 
Surplus on its operations and that a large proportion of this 


surplus has been made available to the City for general purposes. 





i/ Letter to the Committee, dated January 2, 1969, from Mr. 
W.D. Fallis, Chairman and General Manager, Manitoba Hydro. 


2/ Ibid. 
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The Public Utilities Board Act (Sec. 61) provides 
that: 


"where rate base is a factor in determining just 
and reasonable rates or tolls, the board shall 
allow a rate of return based on a rate base that 
includes as basic elements 
(a) the original or historic cost of 
the assets, used and useful and 
prudently acquired, less depreciation, 
and 
(b) a reasonable amount for the working 
capital required for the operation of 
the business.” 
When the original agreement between the City of 
Winnipeg and Manitoba Hydro was concluded the boundaries 
within which Winnipeg Hydro would supply power were defined 
as the boundaries of the City as they existed at that time. 
Since then the boundaries of the City have been extended 


but Manitoba Hydro continues to serve those customers outside 


the original boundaries of the City. 


When Manitoba Hydro was established by Act of the 
Legislature in 1961 it assumed the obligations and debts of 
the Manitoba Power Commission. The Manitoba Hydro Act (Ch. 28, 
S.M. 1961) provides that no person shall supply power in 
Manitoba, unless he was so doing on June 18, 1940, without 


the approval of the Lieutenant-Governor-in-Council, 


The Act also enables the Corporation from time to 
time to adjust the price which it charges for power (Sec. 40-2). 


Such rates shall include a return to the corporation sufficient 
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to cover the necessary operating expenditures, interest 
and debt service charges and to accumulate such reserves 
aS are necessary to amortize construction costs and to 


Stabilize rates. (Sec. 30). 


The Corporation may apply to the Public Utilities 
Board for a determination by it of the price that the corpor- 
ation should charge for power (Sec. 40-3). The Corporation 
has recently referred its complete rate schedule to the Public 
Utilities Board following a general rate increase in July of 
1968. Any customer can also appeal his rate to the Public 


Utilities Board although no such appeal has ever been made. 


The construction costs for farm and rural electri- 


fication in Manitoba are paid by Manitoba Hydro. 
(viii) Saskatchewan 


A crown corporation, the Saskatchewan Power Corpor- 
ation, generates, transmits and distributes electrical power 
and gas in the province. Practically all sales are direct to 
consumers; exceptions are the cities of Saskatoon and Swift 
Current, the town of Battleford and the hamlet of Waskesiu 
which purchase bulk power and distribute it to their inhab- 


itants. 


The Power Corporation Act empowers the Lieutenant- 
Governor-in-Council to establish the rates and terms for the 
supply of power and gas to its customers (Chap. 40, RSS 1965, 
Sec. 33-5). 
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"Saskatchewan Power Corporation is not limited 

by statute to provide power on a cost basis. Rates 

and terms and conditions of supply are established 

to meet the requirements of the financial policies 

as determined by the Board of Directors." 1/ 
The Corporation may, at any time, by written notice to the 
Council, change the rates which it charges for direct sales 
to consumers of power in any municipality (Power Corporation 
Act Sec. 36-1). The Council may appeal any such rate to 
the Local Government Board whose decision is final. No appeal 


is permitted on a rate for bulk sales to a municipal corpor- 


ation for -resare (r.Ce act secre 950-5 and "oy. 


The Corporation has no regulatory authority over 
the rates charged by urban municipalities who distribute 
power. The consumer in such municipalities does not enjoy 
the right to appeal against the rate charged to him. The 
right of such appeal is provided for in the Gas and #lectrical 
Rates Act (Chap. 137, RSS 1965 Sec. 11), but the relevant section 


of this legislation has never been proclaimed. 


Direct customers of the Saskatchewan Power Corpor- 
ation have in some instances been transferred to municipally 
owned systems and, conversely, by mutual agreement to the 
Corporation from the municipality. However, an amendment to 
the Power Corporation Act in 1958 limited the urban municipal 


distribution franchises to the 1958 corporate boundaries of 





L/ Letter of January 8, 1969, to the Committee from Mr. D.B. 
Furlong, General Manager of the Saskatchewan Power Corpor- 
ation. 
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the municipality. The Corporation may consent to the municipal- 


ity supplying customers outside these Wonca ne ud 


The Corporation may, with the approval of the 
Lieutenant-Governor-in-Council, expropriate any property 
which the latter deems necessary for the purposes of the 
Corporation. The Act specifies that the compensation to be 
paid shall be "fair replacement value" excluding any allow- 


ance for franchise rights, good-will or future earnings. 


The Corporation has built and operates the rural 
electric system under the authority of the itural Electrification 
Act. Capital costs were divided between the Corporation and 
the customer, and, in effect, the customer has paid about 60 
per cent of construction costs as a non-refundable capital 
contribution to the system. The Corporation owns the rural 


lines. 
(ix) British Columbia 


Apart from a few large industries which generate 
their own power, the British Columbia Hydro and Power Author- 
ity supplies virtually all of the electrical energy produced 
and consumed in the province. New Westminster buys power 
in bulk from B.C. Hydro and, in turn, retails it to house- 
holders and commercial customers. B.C. Hydro supplies the 


industrial customers within the city. 





L/ Ibid. 
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Having purchased uast Kootenay Power, B.C. Hydro is 
wholesaling power to Cranbrook, Kimberley and Fernie. However, 
Since it is not the policy of the Authority to sell bulk power 
to municipalities for resale, it is negotiating with these 
three towns and New Westminster for the purchase of their distri- 
bution facilities. ~/, Although the City of New Westminster 
has recently annexed an area which was served by B.C. Hydro, 


the Authority has continued to supply power to this area. 


The Public Utilities Commission regulates municipal 
utilities only with respect to services supplied outside their 
corporate boundaries. The Public Utilities Act in its definition 
of a "public utility” excludes a municipality with respect to 
Services furnished by the municipality within its own boundaries 
(Sec. 2). Hence these four municipalities who are presently 
distributing power are free to establish their own rate structure; 
where it does establish or approve rates, the Public Utilities 


Commission applies "an original or historic cost rate base." 2/ 


B. C. Hydro is exempt from the provisions of the 


Public Utilities Act and determines its own rates. 


The Provincial Government has been making an annual 
grant of $1 million to B.C. Hydro to assist in paying the cost 
of rural electrification. For the fiscal year 1969-70 this 


grant has been increased to $2 million. The greater part of 





i/ Letter of December 31, 1968, to the Committee from Dr. G.M. 
Shrum, Chairman B.C. Hydro and Power Authority. 


ey, Letter of April 25, 1969, to the Committee from Mr. H.W. 
Mellish, Secretary to the Fublic Utilities Commission. 
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this grant appears to have been used for capital purposes but 
Some operating losses incurred in supplying power to remote 


areas has been charged against it. 


(x) Summary 


The generation and distribution of power by investor 
owned companies, excepting those industries supplying their 
Own requirements, have virtually disappeared in the major 
power producing provinces of Canada, apart from Alberta. Public 
power is now the rule, rather than the exception. Marketable 
power in the provinces of Quebec, Ontario, British Columbia, 
Manitoba, Saskatchewan and New Brunswick is almost all supplied 
by publicly owned firms. Private power is a significant part of 
the provincial output only in Nova Scotia, Prince Edward Island 


and Newfoundland. 


Bight of the ten provinces have crown agencies which 
are generating and distributing power. Alberta and Prince haweee 
Island are the exceptions. In these eight provinces the power 
commissions establish the price at which they sell power and, 
most of them also regulate the retail selling prices of the 
municipalities whom they supply. The power commission, or the 
Lieutenant-Governor-in-Council is also, typically, given juris- 
diction over service areas -- i.e. the determination of who shall 
sell power and where. In Nova Scotia the Public Utilities Board 
performs this function, in New Brunswick the Power Commission, 
and hence the latter thus becomes both an operating and reg- 


ulating authority. 
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Statutory provisions have usually established guide- 
lines for rate making purposes for the public power agencies 
and these are on a "financial requirements" base. The agency 
is authorized to set rates high enough to recover operating 
expenses, replacement of existing and acquisition of new plant 
and equipment, debt retirement and reserves for rate stabil- 
ization. Concern over determination of the exact rate of return 


on a depreciated rate base appears to be minimal. 


Regulation of privately owned electric utilities, 
where these still exist, is typically the responsibility of the 
public utility boards or commissions. The basis prescribed for 
rate setting is a "reasonable" rate of return on a depreciated 
original cost rate base. Municipalities generating and/or 
distributing their own power may or may not enjoy autonomy in 
fixing rates; they may or may not be permitted to use electric 
utility surpluses for general municipal purposes. If they 
purchase power from the provincial commission they are usually 
subject to the supplier's regulatory jurisdiction, as in Ontario, 
but sometimes, as in Nova Scotia, to the regulation of the 


Utilities Board. 


In British Columbia and Saskatchewan it would appear 
to be provincial policy to have the provincial power commissions 
solely responsible for the distribution of electric power and 
to have them acquire the few remaining distribution systems 


owned by municipalities. 
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in Manitoba, the municipally owned Winnipeg Hydro 
enjoys an exclusive franchise within the original boundaries 
of the City of Winnipeg but cannot serve customers within 
the annexed areas. The rates of the municipal utility are 
subject to the regulatory authority of the Public Utilities 
Board. Manitoba Hydro, which is also both an operating and 
regulatory body, has recently referred its rate structure to 


the Public Utilities Board for an appraisal. 


In most provinces either the provincial government 
or the power commission has assumed a part of the capital cost 
of extending power to rural areas and, in some instances, as 


in British Columbia, a part of the operating costs. 


It is apparent that the pattern of regulation in the 
provinces varies widely; it is equally apparent that there has 
been a trend toward public power. The Committee has not 
attempted to ascertain the reasons for this trend; the most 
likely hypotheses would appear to be the federal tax structure 
prior to remission of the income tax and the difficulties of 


regulation and integration of privately owned facilities. 


A knowledge of the regulatory practices in other 
provinces is interesting and useful; it does not, in itself, 
provide answers. It is possible to find a precedent or parallel 
for many approaches, not all of which are best Suited to con- 


ditions in Alberta. 
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(c) Regulation in the United States 


The regulation of "natural monopolies" providing 
utility services has evolved in the United States over the 
past century. The development of the administrative commission 
is hailed by some writers as a distinctive American contribution 
to the science of eoveenment The evolution of this form of 
regulation developed from trial and error. Court regulation 
to ensure to the consumer the common law right of adequate 
utility service at reasonable rates failed to provide con- 
tinuing forward looking regulation of rates and service. An 
unreasonable rate could be disallowed; a reasonable rate could 
not be prescribed since such action was beyond the jurisdiction 


Of the <ourt, 


Corporate charters issued by state governments also 
proved ineffective in that they were inflexible while the local 
conditions under which utilities operated were diverse and 
changing with a rapidly developing technology. To meet this 
challenge local governments assumed regulatory authority which 


they exercised through franchises. 


Electric utilities were consolidated after World War I 
and since one utility served many local communities, the state 


utility commissions were established. The franchise granted by 


i/ Paul J. Garfield and Wallace F. Lovejoy, Public Utility 
Economics, Prentice Hall 1964 p. 27. 
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the local government became integrated with service areas 
established by the state commissions through the issue of 

"a certificate of public convenience and necessity”. These 
rea allocations are not always specifically exclusive but 
the refusal of the state commission to grant more than one 
for any particular area preserved the monopoly status of the 


Uvetiuys 


gegulation by franchise still persists ina sig- 
nificant number of communities in the United States where 
the city council establishes its own utility rates. In many, 
but not all, jurisdictions these rates may be appealed to 


the state commission. 


Franchises by themselves do not provide an effective 
means of utility regulation. An essential prerequisite of 
succesSful utility regulation is that the jurisdiction of the 
regulatory authority should be co-terminus with the areas 
Served by the utilities which are being regulated. Regulation 
by franchise is essentially regulation by contract and is not 
sufficiently flexible with respect to the term of the franchise, 
conditions of renewal and rate adjustment as to keep in step 


with the changing economic and technological environment. 
(i) The State Public Utilities Commission 


Since this type of regulatory organization, with 


variations in detail, has been adopted by all of the Canadian 
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provinces, a brief survey of the American experience may prove 
helpful. As in Canada, the authority to regulate intrastate 
public utility operations in the United States rests with 

the state legislatures. The legislature has established the 
utility commission and delegated to it the authority to 
regulate the rates, quality of service, service areas and 
accounting procedures of the utilities operating within the 


Stave. 


The Wisconsin statute, passed in 1907, has served as 
a model which many other states have followed in varying degree. 


"The law required the Commission: (a) to determine 

the valuation (for rate making purposes) of the property 
of each utility; (b) to be informed of all utility con- 
struction; (c) to prescribe mandatory systems of accounts; 
(d) to determine annual rates of depreciation; (e) to 
provide for examinations and audits; and (f) to keep 
itself informed of the conduct of utility management. 

Each utility was required to post its rates with the 
commission and to charge only these rates. The com- 
mission was authorized to investigate, on its own motion 
or on the motions of others, the rates of service of a 
utility. If, after proper investigation, the commission 
found the service in question to be substandard or the 
rates unreasonable or unjustly discriminatory, it could 
prescribe reasonable rates or adequate standards of 
Service which would be mandatory upon the utility. Appeal 
to the courts for review of commission orders was pro- 
vided, with the burden of proof on the party contesting 
the commission's order." 1/ 


All 50 states have commissions; all but a very few of these 
have some power to regulate the electric rates of privately 


owned utilities. 


Although public ownership of power generating and 





i/ Garfield and Lovejoy, op. cit. p. 34. 
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distribution fecilities is an important part of the industry 
in the United States (about 25 per cent of output), it does 
not supply as large a share of the market as in Canada (more 
than 90 per cent). Many American cities and towns generate 
and/or distribute their own power. These tend to be smaller 
centers, with some notable exceptions such as the City of Los 
Angeles and Jacksonville, Florida. Their number has declined 
as municipally owned systems have been sold to investor-owned 
utilities. Although there are more than 2,000 of these 
municipal systems, somewhat fewer than 500 have annual gross 
revenues in excess of $250 ,000.2/ Many of them distribute 
power generated by federal power projects in which case they 
are regulated by the power generating authority -- e.g. TVA 


or the Bonneville Power Authority. 


The municipal electric utilities are, for the most 
part, autonomous. 


"The state commissions have relatively little 
regulatory jurisdiction over the rates of the 
municipally owned public utilities. The com- 
missions in seven states have relatively 
comprehensive jurisdiction over the rates 

charged by the different types of municipal 
utilities. Six other state commissions have 

rate jurisdiction over some but not all of the 
different types of municipally owned utilities." 2/ 


This general picture of the comparative lack of state 


regulation of municipal utilities was outlined in an exhibit 





i/ City of Edmonton, Submission to the Special Committee, 
p. L Appendix 1-17. 


2/ Garfield and Lovejoy, op. cit. p. 262. This summary is 
for the year 1960. 
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presented to this Committee by the City of Edmonton and pre- 

pared by Van Scoyoc and Wiskup Inc. Mr. Van Scoyoc states 

that control or regulation of municipal utilities by a state 
commission is exercised in only 10 of the 50 states, "generally 

to the same extent as privately owned utilities", while regulation 
in 5 other states is applicable to municipal system operations 
that are outside of the corporate boundaries. Further, 


"a municipality may exercise its power of sminent 
Domain to acquire the property of a privately 
owned utility system regardless of the fact 

that the privately owned utility held an ex- 
clusive franchise from the municipality. Where 
municipal utilities have been subjected to state 
regulatory commission jurisdiction, the author- 
ity of the commission may be a prerequisite to 
such competitive endeavour or the ousting of the 
privately owned utility from within the municipal 
boundaries .. . Where an area is annexed by a 
municipality that is served by an existing 
privately owned utility, or rural co-operative, 
the mient of such utilities to. continue such 
service is generally considered to be terminated." 


"Municipal utilities are not obligated to extend 
their facilities outside of their corporate 
boundaries to particular persons or areas. How- 
ever, where municipal systems are subject to the 
jurisdiction of a State regulatory commission, 
they may have the sane obligation to provide 
‘service within and outside of the corporate 
boundaries as would be required of a privately 
owned utility." 1/ 


In some fourteen states the municipal utilities are 
required by law to use a comprehensive uniform system of 
accounting. Utilities supplied by TVA are under contract to 


employ the uniform system of accounts prescribed by the Federal 


Power Commission. Utilities in the State of Washington using 





L/ THe ii, Glue une on, Obs cit. p. L 3. Appendix 1-16. 
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power from the Bonneville Power Administration are required to 
use a uniform system of accounts with the State Auditor exer- 


cising surveillance. 


The Federal Power Comnission also solicits annual 


data from the larger municipal power utilities. 
(ii) Repulation at the Federal Level 


The federal government in the United States, as in 
Canada, exercises regulatory authority over electric utilities 
which transmit power over state or national boundaries. Al- 
though established in 1920 the Federal Power Commission did 
not really become an effective regulating agency until the 
passage of the Federal Power Act of 1935. Prior to this time 
a utility involved in inter-state trade was beyond the scope 
of both state and federal Pe ciereenee/ The five man federal 
commission appointed by the President has grown in power and 
Stature over the years and is now one of the most important 


of the federal regulatory agencies. 


The Commission has neha Shs Lien BYR the rates and 
services of the companies under its jurisdiction, the dis- 
position, merger or consolidation of facilities, the acquisition 
or issuance of utility securities, the export of energy and 


accounting and depreciation practices. 





i/ The effect of the Supreme Court decision in the Attleboro 
case of 1927 was that neither the forwarding or the receiving 
State had jurisdiction over the transmission of power across 
a state line. Eli Clemens, Economics and Public Utilities. 
Appleton-Century-Crofts, p. 425. 
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The Commission is also empowered to grant licenses 
for the construction and operation of non-federal hydro-electric 
power facilities on any of the streams over which Congress has 
jurisdiction which includes all "navigable" rivers. Licenses 
are issued for a period not exceeding 50 years at the expiration 
of which the government may take over the property at original 


cost less accrued depreciation. 


The federal government, any state or municipality, 
may take over a licensed project, at any time, by condemnation 
and upon the payment of just compensation, notwithstanding the 
existence of an exclusive franchise. The Commission has assumed 
that it cannot expropriate where the states have regulatory 
agencies which includes practically all states where there is 
water power. Where the state commissions regulate power sold 


in their states, the FPC has refrained from doing so. 


The Federal Power Commission has traditionally used 
an original cost depreciated rate base in regulating interstate 
wholesale rates. The state commissions for the most part use 
this method but some use a So-called "fair value" rate base 
whicn may take into account the effect of changing prices upon 
the value of capital assets. Fair value is a compromise between 
original cost and reproduction cost. The utility companies are 
inclined to view a fair value rate base as a means of protecting 
the holder of utility common stock from the eroding effects of 
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The development of methods used in valuing plant 
and equipment has a long background of legal precedents. It 
is of some significance to regulatory practice in Alberta 
because of the original cost methods of valuation used by the 
Public Utilities Board and the present value approach as set 
forth in the Water Power Regulations. Since the relative ad- 
vantages of these two approaches were argued at some length in 
evidence submitted to this Committee, we have examined their 


merits in Chapter 2 of this report. 


In summary, the regulatory practices in the United 
States parallel those employed in Canada and undoubtedly the 
American experience has had its influence on the development 
of Canadian practice. The National Energy Board, which is 
the Canadian counterpart of the Federal Power Commission, is 
of recent origin and, relatively to the provincial regulatory 
agencies, has to date, played a much less important role in 


electric utility regulation in this country. 
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Chapter 4 
THS REGULATORY STRUCTURE IN ALB&erTa 


| The electrical utilities in Alberta are Subject to 
regulation under various acts and regulations. These differ 
depending upon whether the utility is owned and operated by 
a municipality, or is an investor-owned company subject, or 
not subject, to the Water resources Act. There are thus three 
regulatory systems, although these may, and do, overlap with 
respect to any particular electric utility. These three 
systems apply respectively to the municipalities, to the two 
investor-owned companies not subject to the Water Resources 
Act, i.e, Canadian-Northland, and to the one investor-owned 
company, Calgary Power, which is governed by the Water Resources 


Wagers 


(a) The Regulation of Municipal Utilities 


The municipalities in Alberta have long enjoyed a very 
considerable degree of autonomy in the operation and management 
of their electric utilities. Under the provisions of the Mun- 
icipal Government Act they have the exclusive right to gener- 
ate, distribute and price power within their original corporate 
limits or, if they so elect, to grant a franchise to a Supplier, 
either to furnish the municipal corporation with power for distri- 


bution and resale or to supply residents directly.+/ 





i/ Municipal Government Act, Sec. 273, with respect to gener- 
ation and distribution; Sec. 277-b with respect to ericine= 
Secs. 269-1 and 270 with respect to franchises. 
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In areas which have subsequently been annexed to the 
municipality a condition of annexation has been that existing 
contracts for the supply of utilities shall not be affected or 
abrogated by the annexation.2/ The annexing municipality be- 
comes a party to the original contract in place of the municipal- 


ity from whose jurisdiction the area has been transferred. 


Utility companies may supply power to an area under 
either of two arrangements: 


(1) A franchise negotiated by the council of the 
municipality with the utility company and 
approved by the Public Utilities Board, 

Such franchise, or contract, may have an 
initial term not exceeding twenty years and 
be renewed for successive terms not exceed- 
ing ten years each. If the contract is not 
renewed the municipality has the right to 
purchase the distribution facilities of the 
company by agreement between the two parties, 
or, failing agreement, for such price and 
terms as may be determined by the Public 
Utilities Board. The necessary notice of 
renewal is six months; the municipality must 
advertise its intention to enter into an 
initial franchise and, upon petition, submit 
the decision to a plebiscite. 2/ 


(2) <A permissive order granted a power company 
upon application of the company, by the Public 
Utilities Board, with the approval of the Power 3/ 
Commission and the Council of the municipal district. 
These permissive orders have been granted to 
Local Authorities Board Act Sec. 127 
Municipal Government Act, Sec. 269, 270, 271 and 3ll. 


Public Utilities Board Aet, See. 97, 
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cover the extension of power in Specific 

parts of a county, municipal district, or 
improvement district where use of a franchise 
is impractical. ‘They are not limited to a 
Specified period and hence have no termination 
date. Although a permissive order does not 
confer exclusive rights, in practice, only one 
has ever been granted for a particular area. 
Duplication of service may arise when an area 
covered by a permissive order is annexed to a 
municipality and the latter also has the appar- 
ent right to supply power to the annexed area 
which is now within its corporate limits. 


(ay ates 


In other provinces the autonomy of the municipalities 
with respect to setting their own electric power rates differs 
as we have outlined in Chapter 3. In Newfoundland there are 
no municipal utilities either generating or retailing power. 
In Prince Edward Island the one municipality which generates, 
the town of Summerside, establishes its own rates. In Nova 
Scotia, the rates of municipalities are regulated in the same 
way as those of private utilities, by the Board of Public 
Utilities Commissioners. New Brunswick regulates municipal 
rates but over 95 per cent of the power is produced and dis- 
tributed by the New Brunswick Power Commission which sets its 


own rates. 


The thirteen municipalities in Quebec which have whole- 
sale contracts with Quebec Hydro are free to set their own rates, 
Most of the municipalities in Ontario buy power from their own 
co-operative, Ontario Hydro, and the latter must approve their 
retail rates. Those municipalities who do not purchase from 


Ontario Hydro are free to set their own rates, 
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In Manitoba the rates of the municipal utility, 
Winnipeg Hydro, are under the jurisdiction of the Public Util- 
ities Board. The few (4) municipalities in Saskatchewan which 
distribute power are free to establish their own rates. In 
British Columbia almost all sales are made at the retail level 
by the B.C. Hydro and Power Authority. The few municipalities 
who still distribute their own power are subject to rate 


regulation only on sales beyond their corporate limits. 


Thus the degree of autonomy of the municipalities 
with respect to the pricing of power varies among provinces 
but over 90 per cent of Canadian power production is generated 
by publicly owned utilities. When a public corporation supplies 
power wholesale to a municipality it frequently assumes control 


of the municipal retail rates. 


Mr. Van Scoyoc states that in the United States: 
tonly ten State public utility commissions have 
comprehensive regulatory jurisdiction over municipal 
electric utilities comparable to that applicable to 
privateitilities. taal / 

In that country some 75 per cent of total electric output is 
generated by investor-owned companies. Municipalities distri- 
buting the low priced power available from such public author- 
ities as TVA and the Bonneville Power Authority, are regulated 
as to the rates at which they can retail to their consumers. In 


this way power users are assured of participating in the direct 


advantages made possible by public capital investment in these 





i/ Submission of City of Edmonton p. L Appendix 2-1. 
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Generating facilities. 


The Alberta municipal utilities contend that the 
municipal councillors are directly responsible to their 
electorate for the level of municipal power rates and that 
rate regulation by a provincial regulatory body is neither 
necessary nor desirable. The investor-owned utilities, on 
the other hand, maintain that uniform regulations should be 
applied to all power utilities; if some of the municipal util- 
ities appear to be making large returns this may tempt other 
municipalities to build their own generating plants and/or 
distribution systems. So far this has not happened, but at 
least one investor-owned utility viewsthe possibility with 


apparent apprehension.2/ 


The Municipal Government Act (Sec. 280) permits any 
municipal consumer to appeal to the Public Utilities Board if 
he believes the rates which he is charged do not conform to 
the municipal rate structure, have been improperly imposed 
or are discriminatory. The municipality may also, by by-law, 
bring itself under the jurisdiction of the Utilities Board.2/ 


None has availed itself of this provision. 


The adoption of a uniform system of accounts, which 
we recommend, would facilitate a more accurate determination 


of the earnings of the municipal utilities and, perhaps, enable 





i/ Canadian-Northland, Transcript p. 1777 
2/ public Utilities Board Act Sec. 102 
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ratepayers better to appraise the fairness of the rates which 
they are paying. Those who contend that the municipalities 
are making excessive profits from their electric MprerCy ai ken 
these profits to a hidden sales tax on electricity and imply 
that electricity should be furnished at "cost". However, 5 
the power utility is operating at a profit, the urban trans- 
portation systems are often operating at a loss, and thus are 


being subsidized. 


The Public Utilities Board presently has power of 
regulation over the rates charged by municipal electric util- 
ities for services provided beyond their corporate limits by 
virtue of Section 276 of the Municipal Government Act. This 
jurisdiction is applicable whether or not the municipality has 
passed a by-law to bring its utilities under the jurisdiction 
of the Board. This would seem a reasonable safeguard for the 
consumers of municipal utility services who are located beyond 
the municipal boundaries since they have no control over the 


political decisions of the municipal council. 


It may be argued that, in order to arbitrate any 
such dispute initiated by a municipality whose residents are 
receiving utility services from another municipality, the Board 
would have to determine a rate base for the municipality supply- 


ing the service A/ We do not think this conclusion is warranted, 


iy Sec. 276-4 provides that "where there is a dispute between 
a municipality and any other municipality in connection with 
the rates, tolls or charges, the dispute may be submitted to 
the Public Utilities Board for an order upon such terms and 
and conditions as to the Board seem proper.” Apparently an 
individual consumer cannot initiate a dispute under this 
section. Presumably he could, however, appeal to the Board 
under Section 280 of the Municipal Government Act. 
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The number of utility consumers located outside the limits Or 

the municipality which supplies them with electric power are 

very few. The imposition of the regulatory jurisdiction of the 
Board upon the latter municipalities would not seem to be justi- 
fied. The Board should, we think, be able to determine the 
merits of any such complaint upon the basis of the general level 
of rates prevailing in this and similar areas without formally 
establishing a rate base for the municipal utility. The function 


of the Board in this respect is really that of an arbitrator. 


Regulation for the sake of regulation serves no good 
end. The municipalities have been established for the purpose 
of providing local government. They furnish services of all 
kinds to their citizens, on a few of which, Such as electricity, 
they make a profit, on others they may incur losses. If the senior 
government were to Single out the few profitable ones and decree 
that they should be provided at cost, the financial burden of 
supplying the unprofitable ones would become more onerous for 


the municipality. 


The municipal electric utilities in Alberta appear to 
have provided reliable service at prices generally comparable to 
those charged by the private utilities. Hlectors, all of whom 
are power consumers, elect their own council and, in addition, 
have a limited right of appeal to the Public Utilities Board, 

It does not appear that the municipalities are abusing their 
legal monopolistic privilege of supplying and pricing power to 


their consumers. The investor-owned companies would, quite 
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understandably, like all power suppliers regulated as to their 
rates in order to lessen the incentive to their municipal 
customers to generate, or more commonly, to distribute their 


own power. 
(ii) Service Areas 


A second consideration of importance to the municipal 
utilities is their service areas. Such service areas are 
currently determined as the area within their municipal bound- 
aries. An exception occurs in annexed areas. Here any special 
franchise or arrangement in force at the time of annexation is 
continued with the annexing municipality assuming the contractual 
rights and obligations of the former municipality .+/ Annexations 
are made under the provisions ee Local Authorities Board Act 
and this legislation specifically provides, under Section 127, 
that no annexation order "affects or abrogates any existing con- 
tract or existing right" held by any utility company in the 


annexed area. 


This is the legal framework which has led to 
competition between two utilities within parts of the areas 
annexed to the City of Edmonton. The Draft Bill of the Power 
Commission Act would confer upon the Power Commission the author- 
ity to prevent such duplication by establishing "designated 


areas", Section 35-1 of the Draft Bill provides this authority: 


i/ Municipal Government Act Section 271-4. 
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"Notwithstanding anything in any other Act or in 

any special franchise, no electric utility owner 

shall supply power in any land or area of Alberta 

without the approval of the Commission." 
Similarly Sec. 35-7 of the Draft Act specifies that: 

tThe Commission shall treat any area specified 

in an approval given under Section 97 of the 

Public Utilities Board Act, or its predecessors, 

as a designated service area of the electric 

utility owner to whom the approval was granted." 
Since permissive orders are granted under Section 97, this 
section of the Draft Act has the effect of confirming and 
perpetuating these permissive orders. This proposed legislation, 
if enacted, could result in a private utility serving indefinitely 


a designated area within the corporate limits of a municipality. 


In our opinion this approach is inconsistent with 
the spirit of the Municipal Government Act. We believe that 
a termination date should be fixed for permissive orders in 
annexed areas; at the date of their expiration the municipal- 
ity could, with the approval of the Public Utilities Board, 
either renew them as a franchise or terminate them. The decision 
as to termination or renewal should rest with the municipality 
as it does now with respect to a franchise which the municipal- 
ity has granted or acquired by annexation. It does mt seem 
equitable that a private utility should have perpetual service 
rights within a municipality by virtue of a permissive order . 
which it had secured to serve an area so sparsely settled that 


the granting of a franchise was not practicable. 
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(iii) Generating Capacity 


The integration of the power system requires co- 
ordination of the construction of new generating capacity in 
addition to the exchange of power within the provincial power 


grid. 


Section 7 of the Power Commission Act requires a 
“proprietor” to secure the permission of the Commission for 
construction or alterations. Because of the ambiguity in the 
definition of "proprietor" there is some doubt as to whether 
this section applies to a municipal utility. The Draft Bill 
removes this ambiguity and makes approval for new construction 
and alterations by the Commission acewechres upon both municipal 
and private utilities. Notwithstanding the excellent record 
of voluntary co-operation which has obtained in the past, we 


think this authority is necessary and should be retained. 


Section 8l-l-e of the Public Utilities Board Act 
gives the Board authority to require a utility to construct 
any "reasonable" extension of its facilities provided such 
extension is economically feasible. It is intended that this 
authority should be transferred to the Power Commission. We 


agree. 


(b) Regulation of Investor-Owned Non-Water Power Licensees 


This type of electric utility is regulated as to 


rates by the Public Utilities Board. Section 81-2 requires 
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the Board to establish a rate base and Section 81-3 provides 
that, in determining the rate base, due consideration be given 
vo original cost or prudent acquisition cost, less depreciation 
Or amortization, and to necessary working capital. We believe, 
for reasons which we have outlined in Chapter 2, that this 


method of determining a rate base is to be preferred. 


(c) Regulation of Water Power Licensees 


Calgary Power is regulated under the provisions of 
the Water Resources Act and the Regulations paevato, These 
regulations provide a complete framework of regulation. They 
are both comprehensive and complex. A part of this complexity 
stems from the fact that the company was licensed under the 
Dominion Water Power Act prior to the transfer of natural 
resources to the provinces and was governed by regulations to 
this federal legislation. The interpretation of the present 
regulations appears to be affected by the various federal acts 
which clarified and amended the transfer agreements. Since the 
provincial regulations differ somewhat from the Dominion reg- 
ulations, there may well be differences in legal opinion as to 


which apply in particular eicimstancesse.| 


The Advisory Committee is concerned with the reg- 
ulatory framework under which Calgary Power operates in that 
it constitutes an alternative to the method of regulation employed 


by the Public Utilities Board which governs the other major util- 





1/ n.S.A. 1955, Chapter 362 and Provincial Regulation 284/57. 
2/ See City of Edmonton Submission p. MQ 2(b)-1l. 
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ities in Alberta subject to regulation. The Public Utilities 
Board Act (Sec. 70-3) is to be applied subject to the Water 
resources Act and the Regulations. The present Power Commission 
Act is also made subject to this Act by Clause 9-3 of the 

razeau River Development Act. The Draft Bill of the Power 
Commission Act provides (Sec. 17-2) that sections 16 and 17 

of the Act, relating to expropriation by the Power Commission, 
Shall be subject to the Water Resources Act. The Water Resources 
Act thus has a pervasive effect upon electric utility regulation: 


in the province. 


The Regulations prescribe a method of valuing the 
property of a water power licensee for purposes of take-over, 
water power rentals, depreciation and rates chargeable to 
sonsumers 2" We have examined in Chapter 2 the basic method 
by which utility property is valued under the Regulations and 
compared the current value method of the Regulations with the 
original cost method employed by the Public Utilities Board. 
ve have also examined the implications of allowing depreciation 
on a current value rate base. Our conclusion there was that the 
use of current value accounting gives preferred treatment to 
the holders of equity common stock as compared with the bond 
holders and owners of preferred Shares. Neither are we certain 


that the use of this method might not adversely affect the 


——— 





i/ Calgary Power is concerned with valuation at take-over by 
reason of its licenses expiring in the year 2000. The 
Province has the option of renewal or taking over the entire 
undertaking of the company at that time. The province may 
also take over the undertaking after Jan. 1, 1980, by pay- 
ment of a premium. See Brazeau River Development Act, 
R.S.A. 1960 Ch. 10. and Agreement Article VIII. 
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interests of power consumers by reason of higher eucusrl/ 


The necessity of establishing a rate base for Calgary 
Power seems very real. Calgary Power is efficient and has been 
growing rapidly; its use of larger equipment and technological 
improvements in power generation have permitted reductions in 
cost which have offset the ever-increasing price of inputs. The 
continued impact of inflation upon operating costs and the very 
large amounts of capital which this company must raise to meet 
the increased demands upon its system for power, together with 
the present very high cost of this capital, may soon lead to 


an application by the company for a rate hearing. 


It may be worthwhile, therefore, to review briefly 
the first attempt which was made to hold a rate hearing for a 
company regulated under the Water Resources Act and the Reg- 


ulations. 


In August, 1961, a complaint was filed with the Public 
Utilities Board by the City of red Deer and the Town of Jasper 
Place that the rates, tolls and charges of Calgary Power were 
greater than was just and reasonable. Before opening its in- 
vestigation the Board prepared and submitted to the interested 
parties a list of fourteen preliminary questions regarding 


certain provisions of the Provincial Water Power Regulations. 





KR 


There are many advocates of current dollar accounting. It 

is a device which is designed to take account of the decreas- 
ing value of the dollar due to inflation. If we are to live 
under conditions of chronic inflation the adoption of this 

or a Similar approach may be necessary. Our objection lies 
partly in singling out a particular industry, utilities, and 
applying current dollar accounting while other industries 
continue to use original cost accounting. 
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The parties submitted written arguments and, on February sWelsels 
1965, oral arguments were presented. The Board published its 


decision on these preliminary matters April 1, 1965. 


An appeal was taken to the Appellate Division of the 
Supreme Court of Alberta and the Appellate Division ruled on 
December 30, 1965, that the court had jurisdiction to hear 
arguments and deal with preliminary decisions of the Board as 
well as with final decisions. On May 9, 1966, the Appellate 
Division found that the decisions of the Board were in error 
because of a procedural defect; the several questions where the 
Board's ruling was in dispute were referred back to the Board 


; ; 1 
Tor PEER er anacnie 


Further, the Court, pointing out that the Board had 
considered the provincial regulations applicable, outlined 
possible procedure open to any party that contended the Dom- 
inion regulations applied. Its objective in so doing was to 
torevent binding answers to some questions being based upon 
provincial regulations and other final answers being based upon 
Dominion regulations." The question of which regulations were 
applicable was referred back to the Board so that such evidence 
as counsel wished to adduce relevant to this question could be 


given. 


The questions under dispute, to which answers have 
not yet been provided, and which may be governed by Dominion 
as well as by Provincial Water Power Regulations are set out 


below. 
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"Question 2. In considering the assets included 

in the rate base what consideration, if any, should 
be given to work or construction in progress and the 
construction inventory relative thereto particularly 
when interest during construction is allowed?" 


"Question 6. The fair rate of return is to be 
cumulative. Having regard to section 33 and 

section 30(6), (7), and (8), at what point in 

time is the fair rate of return to be determined?" 
"Question 9. If the Board has not fixed the proper. 
and adequate rates of depreciation in accordance with 
section 35, is the amount of depreciation actually 
provided in the accounts of the licensee allowable 
against earnings?" 


"Question 10. What is meant by the words 'set aside 
out of earnings' as used in section 35?" 


"Question ll. Has the Board the authority to establish 
proper and adequate rates of depreciation under section 
35 without the Minister having determined the method of 
allowing for depreciation under section 60(4)?" 
"Question 14. Section l1(ff) defining 'taxes on income! 
became effective December 1, 1957. Prior to this date 
would income taxes actually paid be a deduction properly 
allowable?" 

This rate hearing has served to underline the complex- 
ity of the problems involved. It appears that eight of the 
fourteen questions had been answered to the satisfaction of 
both sides, but the six questions set out above are unresolved, 
as well as the question of whether Provincial or Dominion reg- 
ulations are applicable. Jasper Place has become part of 
Edmonton and its power Supply taken over by the City. Calgary 
Power and the City of Red Deer reached a new agreement and there 


was, therefore, no need to continue with the first hearing under 


the Water Power Regulations. 
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One of the questions which is unresolved is whether 
the real determination of depreciation for rate making purposes 
is to be made by the Minister under Section 50 as proposed by 
Calgary Power, or by the Public Utilities Board under Section 
35, as contended by the municipalities. Further, counsel 
questions whether there has ever been an appraisal under Section 
59 and states among other matters, that there is no "adjusted 
cost of property .. . which is a matter of continuous record, 


nor is-there an. annual fixation," 


It is apparent that there are many unresolved problems 
and this is to be expected until there has been a rate hearing 


and the regulations tested in practice. 


Notwithstanding past difficulties, it is no doubt 
possible to revise and update the Regulations so that a rate 
base might be determined. However, it appears clear that, in 
the current state of the conflicting provisions, it is im- 
possible to proceed with a hearing expeditiously. There are 
further appeals possible from the Appellate Division to the 
Supreme Court of Canada and the large sums of money involved 
usually justify one, or both sides, proceeding to the final 


court. 


The Advisory Committee is of the opinion that the 
Water Resources Act and Regulations do not provide a satis- 
factory method of establishing a rate base for a utility and, 


consequently, the rates charged to power consumers. 










~ Sit - 


nondoeiiw 2b bevforerm ef dotdw saciveoup oat To wir —_ 


eeeog ug aaixen o76% 02 evreibs eeb ‘lo cotcenconwa4e Hae 
yd beeGqerd se OF notice? iehaw xo 38 kee tM sid vd chat of or eb 
nokeosee tebny busot ewttiliow sildot ont ya x6 « 26WOT, yuagied | 4 
Leansod (tedsaw .eeivileqiotnum ene yd bennedites ae «ee 


soisse® s6hnt iseisicgs me ceod deve Sec egal sc icody enodgeeup 7 


iad 


bovéythe” on &t eteds tens ,<tesI4m TehTS SAome essaga Bas Ls 
,byes6t gowaigmos to tedden & Oi ASidw. ss wWisgorg to 2800 
",aoivex it tounas as evedy Orage 


_ 


ameiectg sevloeeitaiu ynan o1s steid dels Jaoiegge es B24 : 
shitse eso1 6 Ased Sec sneds Lisau ‘possequs od of wl ‘eids bas. 
solvoaig ai bovess scotesiigen eae bas 


4 


Sduob. ch elt ti .#eidivolitib sess sasbasseus duselt - 4 
Stet 2 edt of anoiesfugsh edt ogebau bea setved OF sidtesog 
gi .gedy seelo eseeqqs sf ,1evewoH .hbeniatedeb ae Sega eesd 2 
sani @t gi ,eaciaiver gatsoilinos eiv to sdace oe > 

exe esent Syiewotstheqs gaincad » diiw haesdag 0 oie 


— cabal pmembioags 003, ger oissn ae a 
fo Soy b gang le Am at acs ha waned, Said ne 






a 






ee v7 


= wb Lee Gre 


Canadian-Northland is justified in asking that 
they be regulated upon the same basis as Calgary Power. There 
are advantages in having a uniform method of regulation applied 
to all of the investor-owned utilities. In our view the best 
method available is the one currently in use by the Public 


Utilities Board; 


The method to be used in determining compensation 
for utility property belonging to a water power licensee and 
being turned over to a municipal utility at the termination 
of a franchise is in need of clarification. We do not profess 
to know whether the provisions in the Regulations, relating to 
compensation at time of take-over, are applicable to partial 
take-over at the termination of a franchise, or only to 
compensation for all of the licensee's property in the event 


that its license is not renewed. 


The method of determining such compensation at 
termination of a franchise should be spelled out. We favour 
the formula of reproduction cost new, less depreciation, as 


currently employed by the Public Utilities Board. 


(ad) Expropriation 


This Committee's terms of reference did not specific-. 
ally include an examination and appraisal of expropriation pro- 
cedures. Moreover, landowners, whose interests are most directly 


affected, were not included among those qualified by the Order- 
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in-Council to present evidence. Therefore, we have not attempted 
a detailed appraisal of present expropriation procedures. We 
have not, however, ignored these procedures since they are in- 
cluded in the various acts which, together, make up the reg- 
ulatory structure governing electric utilities in this province. 
A significant change in expropriation procedures is also in- 


cluded in the Draft Bill. 


Expropriation procedure as applied to electrical 
utilities is partly carried out pursuant to the provisions 
of the ixpropriation Procedure Act which is, however, Subject 
to other legislation. The method prescribed varies, depending 
upon whether the expropriator is the crown, a municipality or 
a company. In the latter case the method, again, varies in 
detail only, depending upon whether the company is, or is not, 


a water power licensee. 


(i) Crown Expropriation 


The Minister responsible for the construction or 
maintenance work, for which the property is required, files a 
plan with the land registry and, if he is unable to reach 
agreement with the owner as to the "due compensation" payable, 


advises the owner of his registration of the plan. 


The owner must file a claim for compensation within 
a year of the date of expropriation, or of the date of completion 
of construction. The Minister must, within three months after 


receipt of this claim, offer a sum in full settlement. If dis- 
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Satisfied, the owner must so advise the Minister within sixty 


Gays. 


Either party may notify the other that he wishes 
compensation determined by arbitration or by the Court. If 
they cannot agree on Settlement by arbitration, it is settled 


by the Court. 


(ii) Expropriation by a Municipality 


A municipality desiring to expropriate land, either 
within or without the municipality, is required by the Municipal 
Government Act (Sec. 130) first to negotiate with the owner. 
Failing agreement, it expropriates under the Expropriation 


Procedure Act. 


The requirement under this Act is the filing in the 
municipal office of a plan of the survey and then notifying 
the owner of the plan, the amount of compensation offered, and 
the time at which a by-law for expropriation will first be 
presented to council. The owner is entitled, prior to enact- 
ment of the by-law, to make representation to council as to why 


the land should not be expropriated. 


Prior to passing the by-law authorizing expropriation, 
council is required to have regard to (a) the recommendation, 
if any, of its departments or consultants, (b) the objections 
of an interested party, and (c) the needs and general good of 


the municipality. 
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Compensation is determined by the Board upon the 


application of either party, 


(iii) Expropriation by Companies 


Private companies must first have the power to expropriate 
under an authorizing act and have approval or a permit under that 


acc, 


Calgary Power, as a water power licensee, obtains its 
right to enter and survey lands from the Water Resources Act 
(sec. 84). Section 84-a provides that a water power licensee 
may, without previous consent therefore, enter into and upon 
any lands lying in the intended route of its undertaking, for 


the purpose of making surveys. 


The company then applies to the Minister of Agriculture 
for approval of the intended route, The Minister is required to 
consider the public interest involved and also any objection of 
an interested paris The route is examined by a member of 
the Department, and if judged satisfactory, a certificate of 
approval is given. 


Snould the company be unable to obtain easements from 





1/ Water Resources Act Sec, 84-b-3(a) to (d), 
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the owners, it may expropriate under the Expropriation Procedure 
ACG. 

Canadian-Northland must make application for acquis- 
ition of a right-of-way, outside the limits of a city, town or 
village, to the Minister of Highways under provisions of The 
Water, Gas, “lectric and Telephones Companies Act (Sec. 30-1). 
Again it does not require any previous consent of the owner to make 


surveys (Sec. 6). 


The Minister, in giving his approval, is required to 
consider the public interest involved and also any objection of 


an interested party as under the Water Resources Act. 2/ 


The Committee has some reservations with respect to 
existing provisions for expropriation: 


1. Under both The Water Resources Act and the ' 
Water, Gas, EKlectric and Telephones Companies 
Act a utility may, without giving prior notice 
to the landowner, enter upon his property for 
the purpose of making surveys. 


2. The utility owner is not required to demonstrate 
that public convenience and necessity are such 
as to require the lands which it is expropriating. 


3. The owner is not given the benefit of a hearing 
prior to expropriation. 


4. Payment for expropriated property may be unduly 
delayed. 
An owner's interest can be expropriated by admin-| 
istrative decision and the owner has no recourse save in his 


right to compensation. The owner is entirely dependent upon 


~The Water,Gas, Electric 
1/and-Telephones: Companies: Act Sec. 30=-3(a) to (d). 
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the Minister for his protection. It has been often affirmed 
that every man who is to be deprived of his liberty or his 
property has the right to be heard. We think that expropriation 
should take place only under judicial or quasi-judicial pro- 
ceedings which afford to the owner the advantage of a public 
hearing or enquiry. Such a hearing is provided for, after 
filing of an objection, in legislation on land expropriation 


recently introduced into the House of ponmonst 


Section 46 of the Draft Bill of the Power Commission 
Act would require any private utility to secure the approval 
of the Chairman of the Power Commission, rather than that of 
the Minister, prior to expropriating under the Expropriation 
Procedure Act. The Chairman shall not give such permission 
unless: 
(1) he is satisfied that the "permittee" 
has attempted and been unable to deal 
with the landowner, and 
(2) he has considered the objections, if 
any, of the owner of the interest. 
This section represents, in our view, an improve- 
ment over the existing legislation. We further recommend: 
(1) That the registered landowner should 
receive prior notice by registered 
mail of the permittee's intention to 
conduct surveys on his land; 
(2) That the landowner should have oppor- 


tunity to present his objections to 
expropriation at a public hearing; 





i/ Bi. Wiel3s6, an Act cdi ee ala the Expropriation of Land, 
Nov. 3, 1969. 
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(3) That the permittee should be required 
to demonstrate that the particular route 
or site is required by reason of public 
convenience and necessity. 

(4) Payment should be made either before, or 
immediately upon acquisition, of 75 per 
cent of the proposed amount to be paid by 
the expropriating permittee. Details as 
to the determination of the amount of the 
proposed payment should also be furnished 
and the balance deposited with the regulatory 
agency. Ifa hearing is necessary, costs 
Should be awarded at the discretion of the 
agency. 


(e) Provisions for Appeal 


The Draft Bill (Sec. 61) contains the same appeal 
provisions as are included in the Public Utilities Board Act 
(Sec. 62-67). Subject to the obtaining of leave to appeal from 
a judge of the court of appeal, an appeal lies to the Appellate 
Division of the Supreme Court of Alberta upon a question of 


jurisdiction or upon a question of law. 


The City of Edmonton is of the opinion that the Com- 
mission should make broader use of hearings and consultations 
in arriving at decisions which affect the power utilities, be 
they municipal or private. Detailed reasons Should be given by 
the Commission for its various decisions, rules, orders and reg- 
ulations and these should be subject to review, amendment or 
termination. They also offer a recommendation that the Com- 
mission should offer compensation to indemnify any party ad- 
versely affected by a decision of the Commission. ‘The City 


did not elaborate upon the implications of this approach .2/ 





Ae Submission, City of Edmonton, pp. MQ6-1 to MQ6-7. 
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Neither the private nor municipal utilities raised 
any specific examples where injustice had arisen because of 
the lack of more extensive appeal provisions with respect to 
matters dealt with by the Public Utilities Board, The recommendations 
made by the City of Edmonton are directed in some measure 
toward the method in which the Commission should operate rather 
than in provisions for appeal. 

The Public Utilities Board gives detailed reasons for 
its various decisions, and Section 36(3) of its Act provides 
that although a matter may be heard by a single member, that 
member must report his findings to the Board and the Board may 
thereupon deal with the matter as though it were heard by the 
(full) Board, Under these circumstances a rehearing before the 
€ull Board would unlikely serve any useful purpose. 

The practice of the Board has been that important and 
contentious matters are dealt with by the full Board but in 
the interest of expediency, interim applications, consent 
applications and non contentious applications are heard by 
a single member, The current practice has worked well but the 
additional obligations of the administration of the new Power 
Commission Act and the necessity of additional quasi-judicial 
orders thereunder, may, if specific problems develop, warrant 


a review of this practice. 
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Chapter 5 
THE SUPPLY OF POWER WITHIN THE CORPORATE LIMITS OF MUNICIPALITIES 


The right of a municipality to generate, distribute 
and price power within its corporate limits, or to grant a 
franchise to a private company so to do, is a very pertinent 
issue in assessing the Draft Bill. In our survey of regulatory 
practice we have noted that Alberta municipalities presently 
enjoy exclusive rights under the Municipal Government Act so 
far as the supply of power within their original boundaries is 
concerned. Where these boundaries have been extended by annex- 
ation, and the supply of power in the areas so annexed has been 
authorized under a franchise or permissive order, the annex- 


ation order specifically protects these existing rights.2/ 


Rapid urban growth in this province has made periodic 
enlargement of municipal boundaries necessary and this growth, 
accompanied by further annexation, will continue. Where such 
annexation occurs, as in the case of the City of Edmonton, two 
utilities may have the legal right to distribute power within 


the annexed area. The City of Edmonton has annexed a part of 


i/ Section 127 of the Local Authorities Board Act, Chap. 46, 
RSA 1961, provides: 
"No order made under this Division affects or abrogates 
any existing contract or any existing right, of or held by, 
any company for the production, transmission, delivery or 
furnishing of water, gas, heat, light or power to or for 
inhabitants or businesses in the annexed or excluded 
territories, as the case may be." 


ae eS 






2 Yotgend 
BAITIGATIOTMUM FO STINTG STAROWOD BHT WIHTIW HaWOD 40, YUE 


os : 
esudingelb .ecstensy o¢ yiifsqtiotaum &8 to tHy it onT a 


& Insiy o¢ to ,esinil efsiogioo edi affisiw wewog soisq bus 

' $HS9RLIIeG Yisv 6 Ef ,oh oF oe Yosumes Staviigd & oF eeidonsat ¥ 
Yiotéeluge: to yevive swo sl .LLi8 daw ond gaisegaes af suset 

yisneeetg asitileaqioinum sisediA dada bezon eved ow sotdostg . 

62 JOA Jusmnisvov f[sqtolnuM eds wwbny esdgit eviewisxe yobs 

ei esitsbnuod Isnintio sisi? afdgiw tewog lo yloges edo Bs Sa 

-“xenas yo bebneixs need eved eeixshauod seaads sx6dW . bents9n09 - 

fsed esd bexeiae o&f eesie ed nk tewog "8c Yiqque ong bia noite _— 









-xenas ett? ,teb70 aviewinieg 10 etidonart @ tebnu besitoddus 7 


VE eddeee QIULG2ine seeNs aetvstorg vlléoitionga e510 aol 


1m | 


oiholieq ebem @ef eonivorg aid’ at déwouy asd biqeh tiv. : 


idwoug eid? bas ywseeoren astauebaved Leqtstaum te seomsy isles | 





fous exenW .aunidncea [Liw .noissxenae teach 4d bolasqmogos 
Ows ~MovmHombe to yO off to vaso ed? at a8 ,etwOD0 solsanedae 
Be PCED Ge Sagi, Sige ade, omen age Lt. 
 ~ to o78q 2 bexsans ree to ue eit = 
a ¢ Nears 


cantina 0 2386 ‘anh 



















- 127 - 


the County of Strathcona; the right to supply electric power 

to this area was conferred upon Calgary Power by two permissive 

orders granted by the former Municipal District and approved 

by the Pubiie Utilities Board. As a result of this annexation, 

both Calgary Power and the City of Edmonton have been distribut- 


ing power in this annexed area. 


Such direct competition between two power utilities 
within the same area is wasteful and violates the accepted 
cardinal principle of utility regulation -- exclusivity of 
rights within any particular geographic area. Since these 
permissive orders have no termination date, time will not solve 
this problem. A decision must be made as to which supplier shall 


have exclusive rights in such areas. 


While the area of "overlap" between the two utilities 
is at present comparatively smal1,2/ the City of Edmonton wishes 
to annex a larger area surrounding the city. This addition 
would enlarge the municipal area to some 300 square miles and 
would include the important industrial area which lies to the 
south and east of the city's present boundaries. The present 
and proposed city boundaries, together with the area served 


by Edmonton Power, is shown on the accompanying mec! 





i/ Calgary Power's estimate of the value of its distribution 
facilities in the "overlap" area is about $200,000. 
Prospectus, Calgary Power Ltd., Nov. 17, 1967, p. 7, filed 
as Exhibit 42. 


2/ Provided by the City of Edmonton. 
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The annexed area in which duplication of service occurs is 
that area in the south-eastern part of the City in which the 


three green dots are shown. 


In 1967 Calgary Power was supplying some 107 MW of 
power within the 300 square mile area prior to the City of 
Edmonton taking over the power supply and distribution in 
Jasper Place which amounted to some 25 vw 2/ The transfer 
of service rights in Jasper Place left the company with some 
82 MW of demand in metropolitan Edmonton which was 10 per cent 
of the company's net peak load and 25 per cent of the net peak 
ioad for xdmonton Power. On an energy basis the company's load 
in the same area was 344 million KWH or 9.4 per cent of its 
total output. This load was about 23 per cent of that of the 
City of Edmonton for the same year. The load supplied by Calgary 
Power in the Edmonton metropolitan area represents roughly, then, 


the equivalent of Calgary Power's growth for one year. 


The municipalities have been created by the Govern- 
ment of the Province and, hence, have been described as "creatures" 
of the provincial government. True, they have no formal con- 
stitutional status apart from provincial legislation which the 
rovince has power to vary or rescind. They are, however, very 
substantial creatures; the Edmonton census metropolitan area 
has a population in excess of 400,000 and Calgary more than 


330,000 -- each of them having from three to four times the 





i/ These data were Supplied by Calgary Power, Transcript, p.353 
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population of Canada's smallest province. 


Dr. HE. J. Hanson points out that these two cities 
account for more than half of the population of Alberta and 
that most of the population growth of the province has occurred, 
and will continue to occur, in these areas, 
"Currently only about one-quarter of the population 
of Alberta lives zy rural counties, municipal ds/ 
districts, improvement districts and special areas." 
The Committee concurs with Dr. Hanson's projection 
of continued growth of the urban areas as industrialization and 
farm consolidation proceeds. The Province has recently purchased 
some 93 sections of land in the Edmonton metropolitan area but 
beyond the present city boundary. The purpose of this acquisition 
is to make land for urban development available to the City. 


This area is labelled "Land Bank™ on the map. 


Responsibility for local self-government has been 
delegated by the provincial government to the municipalities. 
The municipalities provide all local services such as police 
and fire protection, construction and maintenance of streets, 
provision of primary and secondary education and hospital 
services. The province bears varying parts of the cost of 
maintaining these services through unconditional grants made 
directly to the municipalities, or by means of payments tied 


to the provision of educational and health services. 





a City of Edmonton Submission to the Advisory Committee p. I-3. 
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The municipalities provide other utility services 
Such as transportation, water and sewage. The furnishing of 
electric power is not essentially different except that this 
Service is also provided on a province-wide basis by privately 


owned utilities. 


Overlapping of service areas as between municipalities 
and private suppliers has arisen only in the City of Edmonton. 
No such problem seems imminent with respect to any other mun- 
ilcipality. Calgary, Red Deer and some eight other towns and 
villages purchase all of their power wholesale from Calgary 
Power and distribute it within their municipal limits through 


their own distribution system. 


The City of Calgary has avoided this problem. In 

1948 the City secured a designated service area surrounding and 
beyond its municipal boundaries. Calgary Power and the City of 
Calgary have negotiated extensions and have co-operated in serv- 
ing isolated customers in each other's territory. Calgary has 
enjoyed a greater degree of success than Edmonton in obtaining 
an enlargement of its municipal boundaries. These now include 
practically all of the residential and industrial areas ad- 


jacent to the city. 


The area of the City of Calgary is about 156 square 
miles as compared with 86 square miles within the Edmonton cor- 


porate Spintgetesce. The designated service area for electrical 





L/ Hanson, E. J., The Potential Unification of the Edmonton 
Metropolitan Area, March 1968. p. 3 
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distribution in Calgary extends from 14 to 4 miles beyond 
municipal boundaries although Calgary Power continues to 
Serve a few customers within these boundaries, including a 
major industrial plant within the city boundary .2/ The city 
Supplies all of its customers, within or without the city 


limits, at the same "postage stamp" rate. 


The City of Red Deer submits that an urban municipal- 
ity which is operating a power distribution system should be 
permitted, but not obligated, to supply electricity to those 
adjacent areas beyond its limits which "may reasonably be 
expected to be urbanized and incorporated within the next 20 


to 30 years, "2/ 


Medicine Hat generates and distributes its own power 
and, through a co-operative arrangement, has been selling energy 
to Calgary Power. Lethbridge also generates and distributes 
and has been purchasing additional supplies from Calgary Power. 
The rest of the cities, towns and villages have granted franchises 
to the private companies with respect to either supply, distri- 
bution, or both. One hamlet, Sherwood Park, is being served 
under a franchise negotiated by the County of Strathcona in 


which it is located. 


Even though a conflict has arisen only in the City 


of Edmonton, the other four cities which made representation 





i/  gxhibit 19 
2/ Submission, City of Red Deer, p. 13 
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to the Committee are jealous of their municipal rights in so 
far as the provision of electric service is concerned. They 
are unanimous in support of their present privilege to grant 

a franchise to a private supplier to distribute power, if they 
choose, or to generate and distribute their own electric 
energy Should they, at such time as their franchises expire, 


wish so to do. 


Tae electric utility has proved a profitable one for 
the municipalities who both generate and distribute power, as 
well as for those who distribute only. Edmonton Power, for 
example, shows, for 1967, a return of some 13.4 per cent on 
its net investment of $49 million after the payment of a 5 per 
cent tax on gross revenue together with franchise and real estate 
taxes to the city. Some $7 million were thus made available from 
taxes and net operating income of the utility and were used to 
pay bond interest, to finance expansion of the system and for 
general municipal purposes.2/ The City of Edmonton advised the 
Committee that the return from its electric utility, after the 
payment of taxes by the utility, "relieves the property tax by 


approximately 10%.2/ 


The City of Calgary shows a comparable return of some 
$3.4 million or 12.3 per cent from its electric distribution | 


utility for 1967.2/ The City of Red Deer states that the surplus 





i/ Submission, City of Edmonton, Schedules A-l and A-3. 
2/ Submission, City of Edmonton, p. F7. 
2/  3xhibit 36 and Transcript p. 436. 
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accruing to the municipality from distributing power is more 
than one half of its receipts from property taxation apart 
from the school and hospital Tey Medicine Hat's power 
generation and distribution "surplus" was about one quarter 
of the yield of real property taxes. This surplus includes 
some, but not all, of the return on investment since debt 


charges are included as an expense .—/ 


We have included a general rate comparison at the 
end of Chapter 1 and noted that Edmonton Power's rates compare 
favourably with those of other electric utilities in the 
Province and suggested that a concentrated market and a rel- 


atively cheap supply of fuel may make this possible. 


The Advisory Committee is of the opinion that its 
recommendation as to who should provide power in areas annexed 
to a municipality should not be determined solely upon the 
basis of the relative efficiency of the utilities involved. 
This does not mean that the regulating authority should be un- 
mindful of such relative efficiencies and, to this end, we 
believe that a uniform system of accounting for all electric 
utilities should be instituted in order that more meaningful com- 
parisons can be made. However, even with uniform accounting 
practices, it will not be easy to judge the relative efficiency 
of a particular electric utility. Their cost structures differ 


widely because of differences in scale of output, length of 





i/ Transcript p. 356 


2heanseript p.3g@The allocation for depreciation is determined 
as 10 per cent of gross profit. Transcript p. 397. 
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transmission lines and type of fuel used. Similarly their 
rate Structures will differ depending upon cost of service 
which, in turn, depends upon the location, density and load 


factors of consumer demand, 


The City of Edmonton outlined to the Committee the 
present and prospective dimensions of the financial needs of 
the municipalities. There can be no doubt that the urban 
municipalities are experiencing great uit iculty in providing 
the necessary capital facilities and Services demanded by 
their rapidly growing populations. The chief source of revenue 
available to the municipalities is the Property tax. This tax, 
by reason of its yield inelasticity with respect to taxpayers! 
income and by its regresSsivity, has severe limitations.2/ 
Revenues from power utilities have provided a welcome source 


of funds to harassed urban governments. 


The municipalities argue that while the power utility 
makeS a contribution of this magnitude to the Support of mun- 
icipal services, it is clearly inequitable, if a part of the 
utility within a municipality is owned by a private utility 
and the latter's customers, although enjoying the general 
Services provided by the city, do not contribute to the same 


extent as other urban citizens to the Support of these services, 


i/ A regressive tax is defined as one which absorbs a higher 
percentage of a lower gross income accruing to a consumer 
than it does of a higher income. The reverse is true of 
the personal income tax which is progressive. 
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The private power companies, on the other hand, contend 
that these citizens do not use the electric utility capital assets 
ot the @ity.BHeburther if the companies lose a part of their highly 
concentrated urban market with its high load factor, their rates 
in the remainder of their service area must necessarily be increased, 
This is quite possible but are we justified in denying the 

to 
municipalities the right/serve their own citizens with power in 
order to maintain lower rates beyond the urban boundaries? 

The high growth rate of the power industry in Alberta 
has enabled it to take advantage of returns to scale which tend 
to offset higher costs resulting from inflationary price increases 
for almost all inputs. However, with continuing inflation, 
particularly in the rate of interest necessary to attract new 
capital, we would expect that power rates, too, must be increased 
and indeed such an increase has, since the conclusion of our 
hearings, been granted to Canadian-Northland by the Public Utilities 
Board. 

Counsel appearing for the City of Red Deer, in reply 
to a question from Mr, Major, summarized the position of the 
municipalities rather well: 

"Mr, Major: Mr, Beames, before you retire, 

there are questions that I would like to put 

to you, and I will be putting similar questions 

to the City of Calgary and the City of Lethbridge, 

and that is this: What is the position of the City 

of Red Deer with respect to the Strathcona area? 

We have heard that the City of Edmonton wishes to 

expropriate a large area, or a large power load 

from Calgary Power. Now, the incremental cost of 


supplying this load to Calgary Power is smaller 
than the revenue they get from this area, and if this 
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area 1S taken over by the City of Calgary -- or at 
least by the City of Edmonton -- it will undoubtedly 
affect the rates charged to the cities of Red Deer 
and the City of Calgary, and other people on the 
Calgary Power system. 


"Mr. Beames: Sir, the City of Red Deer 

has considered this matter and you will remember that 
one of the positions of the City of Red Deer is that 

a municipality must have the right to serve within 

its boundaries as they may exist from time to time. 
Accordingly the City of Red Deer takes the position 
that in the event that the City of Edmonton boundaries 
are extended to include this area, that the City of 
Edmonton must have the right to take over that load. 
However, the City of Red Deer's main interest is in the 
manner in which the load would be taken over, and here 
I think that our written submission contains suggestions 
as to a phase-out period which is generally related to 
the size of the load taken over and the load increments 
of the company on an annual basis. So that really we, 
we agree with the proposition put forward by the City 
of Edmonton in this context, but our reservation is 
that there must be a sufficient period of time, 
phase-out, or a sufficient period of time during which 
Edmonton would continue to purchase power from Calgary 
Power so that the result of the take-over will not 
result in an increase in rates to the remaining 
customers on the system. I realize that Calgary 

Power says that this is a load that really will never 
be made up, it is irretrievably lost. Be that as it 
may, I think our concern, while agreeing to the right 
of the municipality as a principle is to taking such 
steps as can be reasonably taken to minimize the impact 
on any remaining consumers." 1/ 


A further argument for exclusive municipal supply 
of power within the municipal corporate boundaries was 
presented by the City of Edmonton. The City argues that 
municipal ownership of utilities greatly facilitates co- 
ordinated planning and development of the city's growth. 


While we agree that municipal ownership of utilities might 


make such planning and development somewhat easier, the cities 





i/ Transcript p. 1883-1885 
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have demonstrated that co-operation with other ea svete is 
quite feasible. The supply of natural gas and telephone 
Service are good examples. The important consideration from 
the point of view of municipal planning is control rather than 
ownership of the utilities, and this point the City of Edmonton 


concedes.2/ 


The relevant merit of assigning the right to provide 
utility service in annexed areas as between the original sup- 
plier and the municipality can be, and has been, debated at 
great length. The decisive criterion, in our opinion, is to 
be found in the autonomy of the municipal governments and their 
right to furnish utility services to their citizens. True, the 
municipalities have no formal constitution or constitutional 
guarantees from the province, apart from the various legislative 
enactments of the provincial legislature. None the less, they 
have been entrusted with the management of their own affairs and 
have long enjoyed the right to provide utility services to their 


citizens. 


In principle there is no difference between Ssupply- 
ing water, Sewage or transportation services than in supplying 
electric power. If the municipalities are to continue to enjoy 
the right to manage their own affairs, and if it is accepted. 
that, to operate efficiently, a power utility must have ex- 
clusive rights in any given area, provision must be made to 


permit the municipalities eventually either to purchase the 





i/ Transcript p. 1818 










. Ses eo 
a UA at de €- Py’ 


44' - 


ie 
-, ES be nos 


a 
- a ar? 
‘ . -) 
: 
: “ac 
aa ua 
7 “ 
) ? 
4 
ohn 
- ‘ wee 
a ed § de 
¢ 4 ‘ 
We 


cLagko ina 


_ 
Ret et) : 


(eZ 









eins £2.01 5 of ere esititsots momo edd tL. wee 

* - 
9 4 , : bet “a be - 
2 etqyeoos. as OL bar Drs iz aia? ba mahi fiw ++ 











O71LG - 
he ey oe 
7 


ane ee : as Pe 


- 139 - 


facilities of a private power company operating within a part 
of their corporate limits, or to grant a franchise to such 
company. The choice must be left to the municipality which, 
in turn, under existing legislation, must have the approval 


of the Public Utilities Board. 


If one is prepared to concede the point that the 
municipalities should have the right to manage their own 
affairs, then it is up to their ratepayers to judge whether 
or not electric utility rates, or any other utility rates, 
are excesSive and to take action through protest to their 
council or at the polls. If the municipalities choose to 
raise a part of their revenues by way of return on utilities 
rather than by property taxes, this would seem to be their pre- 
rogative. None the less, we think standardized accounting pro- 
cedures should be adopted. The availability of comparable 
accounts permits a comparison of the revenues from the operation 
of any particular utility with those of others and makes rate 


comparisons more meaningful. 


The City of Lethbridge summed up the position of 


the municipalities very succinctly: 


tWe would repeat that the City of Lethbridge 

agrees with the other cities who have been rep- 
resented before you in their stand that the reg- 
ulatory powers proposed by the Power Commission 
should not be applied to municipalities. This 
position is supported not just by the cities that 
had appeared before you, but by the Alberta Urban 
Municipalities Association which represents 277 
cities, towns and villages in which 74% of the pop- 
ulation of Alberta reside. This resolution adopt- 
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ing this stand appears at page F 2 of the City of 
sdmonton's submission. I point this out to show 
that the municipalities throughout the province, 
not just the ones that are represented here, are 
concerned with the principle involved, and that is 
a matter of concern to all municipalities and this 
is not simply a private battle over certain con- 
Sumers on the outskirts of the City of Edmonton, 
as sometimes one might have been led to believe 
during the course of the hearing. 


"It has been suggested that it is not reasonable 

that some utility operators should be subject to 
regulations and others not. We would suggest that 

the subjection of any industry to regulation should 
only be done when there is need for control clearly 
Shown. Historically regulatory boards and commissions 
were created to prevent the misuse or abuse of powers 
in monopoly situations. Public interest requires 

that the privately owned utility be restricted to 
reasonable earnings and that costly duplication of 
Services and other abuses be restrained. When the 
utility is owned by the public which it serves, that 
same public derives a benefit of the profit, sir. The 
justification for such regulations, it appears to me 
from a philosophical point of view, does not exist. 

Mr. Macaulay yesterday set forth eight reasons for 

his view that the municipal utilities were already 
subject to more effective and democratic control of 
their rates and their policies than would appear even 
if a regulatory body were given supervisory powers. 
With this we agree and we Submit that in this situation 
we appear to be faced with regulations simply for the 
sake of regulations. Whenever legislation is advanced 
to create a regulatory body, one must ask what philosophy 
underlies the proposal, or what abuse the regulatory 
power is intended to remedy. Generally the abuse or 
the fear of abuse is clearly evident. We submit, how- 
ever, that in all the submissions made before this Com- 
mittee, there's no evidence of abuses by the municipal- 
ities of their present powers, nor has the case been 
made for the need to restrict the rate making powers 

of the municipalities. 


"The rates charged by the municipal system appear 
reasonable, equitable and compare favourably with 
those of private utilities. Admittedly the rate 

of return as computed by the municipal systems appears 
to be high compared to that normally allowed to reg- 
ulated public utility companies; but again we repeat 
that the benefit accrues to the very consumers within 
the municipality, and that this rate of return should 
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not be a matter of concern to the private utility 
companies. In addition, we submit that we should not 
forget and keep before us that a municipality, unlike 
the private utility, does not consider its electric 
policy as an isolated business. Power is only one of 
the many services which it provides. The citizens of 
the municipality are concerned that the total cost 

to them of the total services which they receive, not 
just power, all services, water, sewer, streets, and 
the financing of such total services is the problem of 
local government. 


"This problem is an important one, we request that no 
further restrictions be placed on the sources of 
revenue of the municipalities or on the ability of 
the municipalities to distribute the burden of these 
costs in the manner most acceptable to the citizens 
who are being served. The City of Lethbridge most 
strongly requests that this Committee recognize that 
the continuation of the historic rights to autonomy 
in utility matters within the municipal boundaries 
is in the best interest of the public. We submit 
that municipalities should continue to be exempted 
from the application of the regulatory powers con- 
tained in the draft bill subject to those exceptions 
which are referred to in the submission of the City 
of Edmonton.” 1/ 


Calgary Power, on the other hand, contends "that 
there should be no regulatory distinction between municipally- 
owned utilities and investor-owned utilities, 12/ The Company 
cites the regulation of the provincially owned Alberta Govern- 


ment Telephones as a parallel. Canadian-Northland advances 


the same eee nite EL, 


A provision has also been included in the Municipal 
Government Act designed to afford further protection to the 


consumer. Section 280 provides that "any user of a public 





i/ Transcript p. 1888-1891 
2/ Transcript p. 1722 
ay Canadian-Northland, Submission to Advisory Committee, p.2l 
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utility being aggrieved respecting service charges, rates 
and tolls" may appeal to the Public Utilities Board and this 
Board may, if it finds that such charges do not conform to 
the rate structure, have been improperly imposed or are dis- 


criminatory, may vary or disallow such charges.2/ 


The privately owned utilities argue that municipal 
power rates and depreciation practices should be regulated 
Since the individual citizen cannot know whether or not the 
rates which he is being charged are fair or “te pet Canadian- 
Northland argued that "the interest of the consumer is paramount" 
and that it isn't right to tax the municipal electric consumer 
indirectly in this way and it creates an unfairness throughout 
the province ... it is unheard of of a privately owned utility 


enjoying a return of 13%.2/ 


Calgary Power did not, apparently, concur in this 
matter of the City of Edmonton making excessive profits from 
its electric utility: 


"thven, however, if we examine into the situation 
which would exist if they (City of Edmonton) chose 

to dispose of it (the power utility), it is evident 
that the so-called profits which they are computing, 
without taking into account the cost of money employed 
in earning these profits, are largely a figment of the 
imagination. 4/ 


The objection which Canadian-Northland takes to the 


apparently large net earnings which some municipalities make 





Ly, Calgary Power also suggests some amendments to this section 
which would make it more effective. Transcript p. 1728 


Transcript p. 1729 
Transcript p. 1773 


a 


Transcript p. 1670 
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from their electric utility is that these earnings tendto en- 
courage municipalities to terminate their franchises and to 
buy out the distribution systems of the private nrilitdes.~/ 
So far, this has not happened as Canadian-Northland does not 
Supply electric power wholesale to any of its municipal cus- 


tomers, but itself distributes within their corporate limits. 


The municipalities are generally in agreement with 
the regulation of the municipal utilities in three areas: 
(a) The use of uniform accounting systems. 


(b) Rate regulation for power supplied by a 
municipality beyond its corporate limits. 


(c) Regulation to achieve optimum physical 

integration of the power system which 

would include regulation of timing of 

construction of new generating capacity. 

The Advisory Committee concurs with the desirability 
of regulating municipal utilities in these three areas but 
would permit the municipalities to continue to retain their 
present autonomy in establishing rates, with retention of the 
right of appeal to the Public Utilities Board by a consumer, 


or another municipality, as presently provided for under 


sections 280 and 276 of the Municipal Government Act. 


The investor-owned companies maintain that it is 
patently unfair to deprive them of service areas which they 


have developed and are serving efficiently and to award these 





i/ Transcript p. 1777 
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areas to another utility. Calgary Power, in the late LgGOVS', 
Secured permissive orders from the Municipal District of Strath- 
cona to serve farm customers in what is now a part of the City 
of Edmonton or its metropolitan area, No one at the time could 
foresee the explosive growth of the city, and hence the incon- 
Sistency between permissive orders with no termination date, 

and that provision of the City Act which gave to cities the 
right to supply utilities to the citizens within their corpor- 
ate limits. The provisions of the Local Authorities Board Act 

_ permit annexation without resolving this conflict in utility 


Jurisdiction. 


The Advisory Committee has weighed the claims of 
both parties and has come to the conclusion that the municipal- 
ities should have a preferred right to supply electric utility 
services within their corporate limits, or to grant franchises 
for such supply, at their discretion. The overriding consider- 
ation, in our opinion, is the preservation of the autonomy of 


the municipal governments. 


We will propose that the municipalities with divided 
power jurisdiction in annexed areas, and Edmonton is the only 
one, Should be given an opportunity either to purchase the 
distribution facilities of Calgary Power in those areas, or 
to negotiate a franchise with the company. This should be 


done by placing a termination date on existing permissive orders. 


In those areas which are likely to be annexed to a 
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municipality within a reasonable period of time, we recommend 
that the municipality should have an opportunity to apply to 
the regulatory agency to have a life term imposed upon per- 
missive orders in such areas. Once the area has been annexed 
and the permissive order has expired the municipality may, 

in effect, renew a franchise for a ten year period or itself 


provide for the supply of power in the annexed area. 


The life term placed upon the permissive order should 
be long enough to permit of an orderly adjustment from one Sup- 
plier to the other, and yet not So long as to inhibit the ex- 
tension of electric service during the period, or to aggravate 
the difficulties of eventual transfer as a result of growth of 


the load and required capital facilities. 
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Chapter 6 
CONCLUSIONS AND RECOMMENDATIONS 


The Advisory Committee, as set forth in the Preface 
to this report, interprets its mission as one of developing 
practical recommendations for rationalizing the regulatory 
Structure under which electric utilities in this province are 


Operating. To this end we submit the following recommendations: 


(a) Regulation of Municipal Utilities 


The municipalities should, generally, be left free 
to exercise the rights now accorded to them by the Municipal 
Government Act to generate, distribute and price power within 
their corporate limits, or to negotiate a franchise with a 


utility for the supply of power. 


There are four areas in which we think regulation 
of municipal utilities is warranted. These are: 


(i) The use of a uniform accounting 
system 


(ii) The regulation of rates for power 
supplied by a municipality beyond 
its corporate limits 


(iii) Regulation by permit of the con- 
Struction of new generating facil- 
ities 


(iv) Interconnection of "works" and 
exchange of power with other util- 
ities which along with (iii) would 
permit optimum physical and econ- 
omic integration of the power system. 
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If the two regulatory agencies are to be kept sep- 
arate, the Public Utilities Board would seem best adapted to 
perform the first two of these regulatory functions; the Power 
Commission the second two. The Public Utilities Board is al- 
ready empowered by Sec. 80-c of its Act to require utility 
owners to keep uniform accounts and to prescribe such a system 
of uniform accounting by regulation. No such regulations have 
ever been proclaimed. One of the barriers may have been the 
difficulty of establishing uniform accounting practices for 
utilities having such disparate rules of regulation as the 
water power and non-water power licensees. In Setting up a 
uniform system of accounts, every effort should be made to co- 
ordinate the system as between the Power Commission and the 
Public Utilities Board and among provinces, the Dominion Bureau 
of Statistics and the National Energy Board. The Federal Power 
Commission in the United States has developed such accounts; an 


examination of their system and experience might prove helpful. 


(bo) Service in Areas Now Annexed to a Municipality 


It is essential that only one electric utility be 
permitted to serve any given area. At the moment, two electric 
utilities are offering service in a part of the City of Edmonton 
which has been annexed. Calgary Power is distributing electricity 
by reason of holding a permissive order; the City of Edmonton by 
virtue of the area being within its corporate limits. In parts 


of this area two competing distribution lines parallel each other 


£3 Sf ‘imexs 


_ 
. ed ytilisy oiagoels sno 


rt er a - ‘ a eet - P 
~ LISS LS cw - Jtemomd eng JA 
Pah = ie 


aib ef sewod yiaylel 


4 
soe 


os 
/ 
pas 


ede i teb"0 ey eat Partog 3B Batbio: 
som 


208 yroqzen ag Loe aang zo 


| ‘sant sahara o- vast ial 


¥ 
" - 





- 148 - 
On Opposite sides of the same street. 


This competition, as we have stressed, is wasteful 
in that it leads to duplication of distribution facilities; 
it is also undesirable in that it tends to promote tension and 
ill will between the two suppliers. It should be eliminated 


aS soon as possible. 


In this annexed area Calgary Power's distribution 
facilities are worth approximately $200,000 .2/ Although no 
evidence was submitted on this point, we have estimated that 
Calgary Power's load is in the order of 10 MW, as compared 
with 27 MW in Jasper Place at the time the City purchased Calgary 
Power's facilities there. There are several large industrial 


consumers in this annexed area. 


In order to achieve territorial integrity for one 
Supplier in the whole of this annexed area, we recommend: 


(i) That a life-term of one year be 
placed upon the permissive order, 
or orders, presently held by 
Calgary Power in this area 


(ii) The City of Edmonton be permitted 
either to grant, effective at the 
end of this period, an exclusive 
franchise to Calgary Power for a 
period of ten years, or 


(iii) That the City negotiate with 
Calgary Power for the purchase 
of the Company's distribution 
facilities within the area and, 
failing agreement as to price, 
that the Public Utilities Board 
establish such a price. 
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(c) Service in Areas Likely to be Annexed 


The City of Edmonton has presented to this Committee 
a projection of the population of the metropolitan area and the 
probable location of residential and industrial development to 
the year 2000.2/ The City submits that the boundaries of the 
urban political unit should coincide, at least approximately, 
with the boundaries of the social and economic community. To 
this end, it contends, the corporate limits of the city should: 
be expanded to coincide with the probable limits of the metro- 
politan area. These projected municipal boundaries would in- 
clude some 300 square miles as compared with about 86 square 
miles within the present corporate limits. These projected 
limits are shown as a dotted line on the map included in this 


report on page 128. 


The City believes that there should be co-ordinated 
provision of municipal services within this area, including 
such utilities as transit, water, Sewage, and electric power. 
There may be considerable advantages to be gained from en- 
larging the city boundaries somewhat in advance of development. 
Such expansion would facilitate the provision of services and 
permit the development of one urban government rather than a 
loose federation of local governments such as has developed in 
some other metropolitan areas of Canada. Such federations of 


established local governments have facilitated the provision 





i/ Submission, City of Edmonton, Plate 1 
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of co-ordinated municipal services; they appear a second 
choice to one local government where that option is still 


available. 


Water and sewage utilities in the area between the 
present corporate limits and the proposed metropolitan boundaries 
are partially provided, at present, by the City of Edmonton. The 
Town of St. Albert, the hamlet of Sherwood Park2/ and the federal 
airport at Namao are supplied with water ;2/ a sewage line con- 
nects Sherwood Park with the City's treatment plant at Gold Bar 


and the City proposes to install a sewage line to St. Albert. 


Electric power throughout the area is supplied by 
Calgary Power. The company holds a franchise with the Town of 
St. Albert and with the County of Strathcona to supply Sherwood 
Park. The company Supplies the Namao airport by virtue of an 
agreement negotiated with the City in 1961,2/ and the remainder 
of the area by authority of permissive orders. There is no 
duplication of electric facilities within this area as the City 


does not supply any power beyond its present corporate boundaries. 


The Committee does not have exact data on the present 


power load within the area between the existing city limits and 





This hamlet has a population of approximately 10,000 


So 


The County of Strathcona buys water for Sherwood Park from 
the City of Edmonton and transports it through its own main 
to its reservoir. It is distributed through a distribution 
system in the hamlet built by developers but owned by the 
County. Calgary Power operates this distribution system 
under a contract with the County. Calgary Power also owns 

a section of main connecting the County's reservoir with the 
distribution system. 


3/ Exhibit 8, Fringe Area Exchange Agreement 
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the limits of the 300 square mile "metropolitan" area. Calgary 
Power advised the Committee that in 1967 the load in this fringe 
area was 107 MW, including 25 MW in Jasper Place.2/ The com- 
pleted transfer of power Supply for Jasper Place to the City 


would leave the company with a load of 82 MW. 


We have estimated the power load within the "dis- 
puted" area at 10 MW which would place the company's load 
between the present city limits and the metropolitan boundary, 
excluding St. Albert, at about 72 MW. We estimate the load in 
Sherwood Park to be about 7 MW, leaving the load in the fringe 
area, exclusive of the franchise areas of both St. Albert and 


Sherwood Park, at about 65 MW. 


A large part of the above load, possibly some 90 per 
cent, or 58 MW, is concentrated in the relatively small industrial 
area which lies adjacent to the present boundary of the city to 
the southeast. The load in the fringe area, exclusive of the 
industrial section, St. Albert and Sherwood Park, would then be 
some 7 MY. We expect, however, that this load will grow fairly 


rapidly with the growth of the city. 


We have two recommendations with respect to the 
supply of power within this fringe area: 


(1) <A life-term of 20 years should be placed 
upon the permisSive order or orders ap- 
plicable in the industrial area which is 
tentatively outlined on the map on page 
128 of this report. 


(2) The City of Edmonton should be permitted 
to apply to the Power Commission for service 





L/ Transcript p. 353 
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areas, beyond its present corporate 
boundary, but within the 300 square 

mile limit, exclusive of the defined 
industrial area. Service rights in 
those areas which the City is able to 
Serve and which are likely to be annexed 
within a reasonable period of time should 
be allocated to the City. In this way 
the transfer of service rights can be 
effected prior to annexation and the 
power utility more easily integrated 
with that of the City. 


Although we have outlined the "industrial" area on 
the accompanying map, such an outline should be considered as 
tentative rather than definitive. We have not, of course, 
heard representations from the ae parties as to where 
the exact boundary lines should be drawn. We have, rather, 
attempted only to include the areas in which the major industrial 


plants are located. 


Should our recommendation be accepted, we Suggest 
that the limits be determined by the Power Commission after 
the interested parties have been permitted to make represent- 


ations at a public hearing. 


The Town of St. Albert and the hamlet of Sherwood 
Park, both within the metropolitan area, and presently covered 
by franchise agreements would remain with Calgary Power until 
such time as these areas are annexed to the City and the 
franchises expire. The City would then be able to exercise its 
option of renewing the franchises, or of itself supplying them 


with power. 


The mechanics of effecting the transfer of service 
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areas recommended in (2) above are important to both parties. 
Sufficient time is required to permit of an orderly transfer 
with a minimum of dislocation being caused to either party, 


and the physical facilities involved must be priced. 


We recommend that a life-term of three years be placed 
upon the permissive orders held by Calgary Power in those areas, 
applied for by, and allocated to the City and, upon the expir- 
ation of these permissive orders, the right to provide electric 
Service within the area be assigned to the City of Edmonton. 

In approving such applications we would anticipate that the Power 
Commission would exercise a discretionary authority in approving 
applications for areas which form a more or less homogeneous 
unit and can be transferred without causing undue hardship to 
Calgary Power to serve the remainder. The City should not be 
permitted to pick up the more profitable parts of the fringe 


service area while leaving the rest to the private supplier. 


If the two parties are unable to agree upon a price 
for the company's distribution facilities, such a price should 


be determined by the Public Utilities Board. 


The implementation of our recommendation may result 
in the City supplying power beyond its present corporate limits. 
Until such time as this service area is annexed, we believe that 
the rate structure, service obligations and the construction of 


new distributing facilities, should be subject to regulation 
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Similar to that provided for in present legislation.2/ 


Calgary Power presently has transmission lines through 
this fringe area which supply power to the industrial area, and 
also to areas beyond the metropolitan nee The transfer of 
Service rights in the metropolitan area should not be permitted 
unduly to affect the rights of the company to maintain these 
transmission lines. Subsequent to annexation we think that the 
coinpany's rights should be protected and we, therefore, suggest 
that the approval of the Power Commission be required for sub- 


Stantive changes in the structure or route of these lines. 


Tne load in the metropolitan fringe area is, at present, 
comparatively small but is likely to develop fairly rapidly. The 
area itself is, or will become, an integral part of the City of 
Edmonton which will supply other municipal and utility services. 
We conclude, therefore, that transfer of the electric service 
area to the city will facilitate provision of all municipal 
services upon annexation and that this transfer will cause less 
dislocation now than after further development has taken place. 
The loss of the modest load in the "disputed area" and in the 
tringe area should not have a significant impact upon Calgary 
Power's operation. True, it will diminish somewhat the company's 
rate of expansion in future years but with a rate of growth 
which, in 1969, exceeded 14 per cent such a reduction should 


not prove burdensome. It is to the advantage of the province 





1/ Municipal Government Act Sec. 276 
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that both utilities have room and opportunity to expand. 


Moreover, annexation proceedings may be facil- 
itated if the question of power supply has been determined. 
Annexation may occur in piecemeal fashion and it may prove 
more economical to define this electric service area and 
proceed with the transfer and longer range plan prior to annex- 


ation, as we recommend, rather than after. 


We assume that the industrial area will eventually 
be annexed to the city since it is a part of the economic and 
social community of greater Edmonton. At such time as it is 
annexed the terms of annexation should be such as to exclude 
the City from the provision of ereeePie Bert 66 within the area 
during the life-term of the existing permissive orders to which 
a termination date has been fixed. Failing such provision, and 
subject to judicial interpretation of permissive orders, a dup- 
lication of service rights could again occur with all the undesir- 
able characteristics attendant upon such duplication. The im- 
position of a life-term upon a permissive order should, in effect, 
convert it to a franchise and the same provisions for renewal or 
compensation on termination should apply as well as the exclusion 


of any other supplier. 


We have recommended the imposition of a life-term of 
20 years on the permissive orders in the industrial area for 


several reasons: 
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(1) The company has built up substantial 
capital facilities in the area and is 
providing satisfactory service. 


(2) The load in this area is a significant 
one. Time for adjustment is required 
both by the company losing this load 
and for the City assuming it, should 
it choose to do so. 
(3) We have not recommended that the service 
of this area be left indefinitely with 
Calgary Power since the area would likely 
become an island, so far as power supply 
is concerned, in the midst of the City. 
Such a development might well prove an 
obstacle to the City in providing power 
to the area beyond. This may well prove 
true, to greater or lesser degree, dur- 
ing the intervening 20 year period. 
(4) This arrangement will provide the City 
with an opportunity eventually to achieve 
the territorial integrity which it seeks. 
We have no illusions that this recommendation rep- 
resents a perfect solution; indeed we doubt if there is a perfect 
solution. We think, however, that it does represent a compromise 


with which both parties can live. 


The Committee is impressed with the arrangement which 
the city of Calgary has been able to make in securing a desig- 
nated electric service area beyond the city boundaries. No 
serious problems appear to have arisen in co-ordinating power 
supply either within or without the city. Two factors seem 
responsible. As early as 1923 the City operated rural lines | 
beyond its boundaries and in 1948 applied for, and received, 


a designated outside service area. 
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Secondly, subsequent agreements with Calgary Power 
have resulted in the extension of the City's service area. 
While most of the customers within the designated area are 
Served by the City, a few are still served by the company as 
a result of the latter being able to serve them more conven- 
iently and cheaply. Conversely, the City serves a few customers 
within Calgary Power's adjacent permissive area. This is done 
by letter of agreement and these are revocable at any time’ 
either supplier wishes to reclaim a customer located within 


its own area. 


The fact that the City is the major customer of the 
company may have fostered this co-operative arrangement. None 
the less, it is indicative of the value of a viable accommodation 


negotiated freely between the interested parties. 


While there was no evidence presented to the Committee 
of any serious "overlap" in the provision of electric services 
in urban metropolitan areas, other than Edmonton, the City of 
ted Deer foresees the possibility of such an occurrence in 
their area. The City of Red Deer makes the following recom- 
mendations : 


"AS areas Served by another utility are annexed 
to a municipality, the municipality should have 
the right, at any time thereafter, to acquire 

the system within the areas annexed, upon paying 
to the other utility the "value" thereof, which 
would reflect any loss of future earnings if the 
order under which such other utility is supplying 
can reasonably be said to be unexpired." 1/ 





V/ Submission, City of Red Deer, p. 16 
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We concur and recommend that, upon the future annex- 
ation of any area in which power is supplied by virtue of a 
permissive order, other than in the industrial area adjacent to 
the City of Edmonton where we have made a specific recommendation, 
a life term of three years be placed upon the existing permissive 


order. 


Red Deer also proposes that a municipal utility 
"should have the right, but not the obligation, 
to serve areas beyond its corporate limits not 
being served, if such areas can reasonably be 
expected to form part of the municipality within 
20 to 30 years." 1/ 

The purpose of this extension of municipal service is 
so to organize the electric distribution system that it can 
easily be integrated with the urban municipal system upon annex- 
ation. This recommendation by the City of Red Deer is consist- 
ent with the Committee's recommendation in metropolitan Edmonton 
except that, we think, if an urban municipality requests the 
right to serve a likely-to-be-annexed area, it should also assume 
the obligation of serving such an area. The City of Red Deer 
has indicated that, through the authority of the Red Deer Region- 
al Planning Commission, urbanization around the perimeter of the 


City is prohibited and that where the City is prepared to extend. 


Nturban services" the County does not oppose enniexationee/, 


If urbanization in peripheral areas is restrained 


pending annexation it would appear that if the City were per- 
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mitted to make application to the Power Commission for the 

right to provide electric service in such areas, that a life- 
term of three years placed upon permissive orders in such areas, 
would facilitate the transfer of the electric utility to the 


municipality upon annexation. 


We accordingly recommend that the urban municipal- 
ities should have the right to apply to the Power Commission 
to impose a limited life-term upon existing permissive orders 
in the likely-to-be-annexed areas, upon the expiration of which, 
the right to provide electric service would be transferred to 
the applicant municipality. Such a provision would ease the 


transfer of the power utility to the annexing municipality. 


(d) Compensation Upon Partial Take-Over 


We have recommended the transfer of electric service 
in areas which have already been annexed, or are likely to be 
annexed, to a municipality within a reasonable time period. If 
the two parties involved in the transfer are unable to agree upon 
a price for the distribution facilities involved, such a price 


should be determined by the Public Utilities Board. 


The Board has established a precedent in determin- 
ing compensation for properties taken over at the expiration 
of a franchise. This was determined under the franchise in 
question and existing legislation as reproduction cost new 


less depreciation with no allowance for severance damages .2/ 





1/ see above Chapter 2, p.48 


benimissebh ed bi f 





- 160 - 


This ruling does not appear applicable where take- 
Over results from the imposition of an arbitrary life-term 
upon a permissive order. Two cases may be distinguished here: 

(a) Where the life-term placed upon the 

permissive order is less than the 

renewal term for a franchise - i.e. 

ten years. 

(b) Where the life-term is ten years or 

more. 

Reasonable compensation in the first case should 
include, in addition to reproduction cost new less depreciation, 
some allowance for severance damages. Such allowance for sev- 
erance damages should not be interpreted as the full capitalized | 
value of the loss of all future earnings to the company result- 
ing from the transfer of this service area. If this allowance 
for severance damages were to include all loss of anticipated 
earnings resulting from the growth of this market, such damages 
would be unreasonably high. Such damages should provide compen- 
sation to offset the loss to the company's system resulting 
from the loss of the present load. One guideline may be the 
loss of incremental revenue during the period necessary to place 


the recaptured capital in service and again yielding a net return. 


In the second case, a permissive order to which is 
assigned a life term of ten or more years is, in our opinion, 
equivalent to a franchise renewal. We think the permissive 
order has been used for purposes of convenience; that it is, 


in effect, an "embryonic rural franchise" and was not intended 
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to convey a perpetual service right. We would, therefore, 
treat it as a franchise for purposes of determining compen- 


Sation at the time of its expiration. 


Finally, we believe no fetinecion should be drawn 
as between a company which is a licensee under the Water 
resources Act and one which is not, so far as the determination 
of compensation for facilities upon partial take-over is con- 


cerned. 
(e) Renewal of Franchises 


If a municipality fails to renew its franchise at, 
or prior to, the time of its expiration, the franchise presently 
continues in effect until such time as either party terminates 
it upon six months! written notice, with the approval of the 
Public Utilities Board. We agree with the objection taken to 
this provision by the investor-owned utilities who maintain 
that such a short termination notice gives them too little 
time to effect an adjustment, and creates needless uncertainty 
in the operation of the franchise. Accordingly, we recommend 
that Sec. 271-3 of the Municipal Government Act be amended to 
require a notice of renewal of three years prior to termination 
and, failing renewal, that the franchise remain in effect for 


this period. 


(f) Regulation Under the Water Resources Act 


Calgary Power holds a water power license originally 
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granted by the federal government and, by virtue of which, it 
1S now regulated under the provisions of the Provincial Water 
seSources Act and the Regulations thereto. The Public Util- 
ities Board Act applies to a water power licensee, Subject to 
the Water xesources Act and the regulations made thereunder .2/ 
The other investor-owned utility, Canadian-Northland, is reg- 


ulated directly under the Public Utilities Board Act. 


This divided regulatory authority has several dis- 
advantages: 


(1) Canadian-Northland points out that they 
are playing in the same game as Calgary 
Power, generating and selling power in 
the provincial market and raising funds 
in the same capital markets, yet are subject 
to different rules. They state that they 
would prefer to be regulated under the Rege- 
ulations t0 the Water Resources Act. 


(2) As we have pointed out in earlier sections 
of this report, the regulatory structure 
provided by the Regulations is extremely 
complex and hence subject to difficulties 
of legal interpretation. Dating, as they 
do, back to federal legislation in 1921, 
the Water Power Regulations involve the 
legal complications of the transfer of 
resources from the federal government to 
the province. 


(3) In our opinion the trended or current 
cost rate base prescribed by the reg- 
ulations is inferior, for regulatory 
purposes, to the original cost rate base 
used by the Public Utilities Board. 


We do not think it unfair to suggest that the deter- 


mination of a rate base for Calgary Power, under the Water 





1/ public Utilities Board Act Sec. 70-3 
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Resources Act, will not prove easy. On the other hand it is, 
perhaps a temptation to accord too much weight to the time 

taken and the difficulties which were encountered during the 
five year period which was devoted to an efiort to hold a rate 
hearing for the company .2/ As we have outlined in Chapter 4, 
Some Six of the fourteen questions relevant to the determination 
of a rate base were not answered, as well as whether the 
Provincial or Dominion regulations are binding. However, by 
way of contrast, the Public Utilities Board took only seven 
months in 1969 to establish a rate base for the first time for 


Canadian Utilities Limited. 


We think that the rate bases for both of the in- 
vestor-owned electric utilities in Alberta should be deter- 
mined under the same method. Rate hearings have also been 
held by the Public Utilities Board for two companies distri- 
buting natural gas and for Alberta Government Telephones, 
using an original cost, depreciated rate base. There are ad- 


vantages in uniformity. 


We, therefore, recommend that the Public Utilities 
Board Act, the Water Resources Act and the Regulations thereto 
be amended in such a way as to cause the rate base and the 


rates of Calgary Power to be determined in the same manner 





af Transcript pp. 1943, 1944. Calgary Power points out that, 
during these five years, some eighteen months was spent by 
the company in preparing data relevant to cumulative returns 
over a period of thirty years and that the Public Utilities 
Board, as a result of an order in council, took time out to 
investigate the rates charged by the private electric util- 


ities. 
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as 1s now prescribed in the Public Utilities Board Act for all 


other resulated utilities. 


(3) Ine Power Commission as an Operating Authority 


Both the present Power Commission Act and the Draft Bill 
contain provisions which empower the Commission to establish 
itself as an operating entity and to acquire property, plant and 
equipment necessary for the generation, transmission and 
distribution of power. No use has ever been made of this section. 

We are of the opinion that the Power Commission can 
best discharge its regulatory function if it is not also directly 
engagelin the production and distribution of power and would, 
accordingly, recommend that this section be removed from the 
Dratt Act, The present legislation to permit the province to 
acquire and operate its own power system could be retained and 
placed in separate administration. 

(h) The Integration of the Power Commission and 

UiesPUpliciutlicgiesebpoard 

Representations have been made to us as to the advantages 
to be derived from having a single regulatory authority dealing 
with ali aspects of the regulation of the power industry within 


the province. There is considerable merit in this approach, 
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The Pow2r Commission has been largely concerned with 
the physical aspects of regulation, along with supervision of 
the building, maintenance and accounting of the rural electrif- 
ication associations, It will have a continuing concern with the 
regulation of service areas and the integration of the system, 
which includes approval of construction of generation and transmission 
Laci. Toles: 

We have recommended that the Commission has jurisdiction 
over both present and future permissive orders inclu:ing the 
authority, upon appiication, to impose a life-term upon existing 
permissive orders, We have also recommended that the determination 
and/or approval of the rates should, as now, continue under the 
jurisdiction of the Public Utilities Board, as well as the approval 
of franchise agreements. 

It is apparent that it is difficult to separate completely 
the functions of the two regulatory agencies -- the one dealing 
is the economic and accounting aspect, the other with the 
physical aspects of regulation. The economic and physical 
aspects of regulation are in reality inseparable. A good case 
in point is the establishment of a system of uniform accounting 
for electric utilities, Which of the two agencies is better 


equipped to assume this responsibility? Both are vitally 


concerned, 
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We, therefore, recommend: 


(a) That the present functions of the Power 
Commission be transferred to the Public 
Utilities Board with the inclusion on the 
latter Board of the individual who would, 
under the present method of organization, 
be the Chairman of the Power Commission. 


(c) That the reconstituted Public Utilities 
Board be then responsible for the admin- 
istration of both the Public Utilities 
Board Act and the Power Commission Act. 
(c) Those provisions in the present Power 
Commission Act and the Draft Act which 
empower the Commission to establish it- 
Self as an operating authority should 
be separated from those provisions prov- 
iding for regulation. The former might 
be administered by a separate body to be 
eStablished when and if the need arises; 
the latter by the combined board recom- 
mended in (b) above. 
The amalgamation of the two regulatory agencies should, 
we think, permit of better use of staff and would be consistent 


with a more functional organization of the regulatory agency. 


A second choice would be the establishment of a 
combined board, similar to the Gas Utilities Board, to deal 
with those issues which concern both the Public Utilities 
Board and the Power Commission.2/ However, such a board, 
operating on an ad hoc basis as need arises, would not, in 
our view, provide the close day-to-day co-operation which is 
essential. The need for such close co-operation as between © 
the Public Utilities Board and the Oil and Gas Conservation 
Board is not nearly as great as that between the Public Util- 


ities Board and the Power Commission. 


oy The Gas Utilities Board is made up of the respective Chairmen 
of the Public Utilities Board and the Oil and Gas Conservation 
Board. It is chaired by a third member appointed from the 
judiciary. 
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Reservations of Committee Member W, J. Major 


The writer has assisted in writing and, except as 


hereafter varied, essentially agrees with the foregoing report, 


The areas of difference are 

(a) The principle and method of reallocating the 
Service Area around Edmonton, In my view changes 

in service areas should be determined by the regulatory 
authority having due regard among other factors to 

who can generate and/or distribute power more cheaply. 


(b) The regulation of municipally owned utilities. 


Alternate recommendations and the reasons therefore are as follows: 





a) Allocation of the Service Area 

Facts - Calgary Power obtained permissive See 
to serve the area surrounding Edmonton. This area between 
the current Edmonton Municipal boundaries and the 
proposed Edmonton Metropolitan Area is referred to as 
the 'fringe'' area, Edmonton annexed a portion of this 
fringe area under and by virtue of a statute which 
excluded electric utility considerations, This area 
in which there are now two suppliers is referred to as 


the "disputed area", 





Permissive Orders Exhibit 39 are applied for by the utility 
company after the Municipal District first passes a resolution 
consenting to the approval by the Board and upon tacit consent 
of the Power Commission, The Board apparently orders approval 
of the grant by the Municipal District, 
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In January, 1961, following an earlier annexation, 
Calgary Power and Edmonton exchanged certain service 
areas, adjacent to the Edmonton boundaries, and inter 
alia did "surrender, assign, and transfer to the 
¢Cother party) the (party's) s.. right ofesupply ..." 
in the area transferred. The areas exchanged are shown 
on Exhibit 8, and those areas in which Edmonton has 
transferred its right of supply to Calgary Power are 
referred to as the "contract area(s)'"'", The contract 
areas are within the: fringe area and a large high load 
factor industrial power load, due to the heavy industry 
located near Edmonton, has developed, largely in one 
contract area and this industrial load area has been 
referred to;in this report as the “industrial area", 

As outlined in this report Edmonton wants to provide 
electric services to the entire fringe area for two 
principal reasons; 

(i) Edmonton asserts it ought to have the sole 

right to supply all utility services within its 

municipal boundaries, Edmonton is hopeful that 

its municipal boundaries will be expanded to the 

Edmonton Metropolitan boundaries as shown on map 2.. 

(ii) Edmonton asserts it requires additional 

territory in which to expand its electric utility 


system, Calgary Power has the opportunity to 
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expand in a very large part of the Province 
whereas Edmonton is restricted to the area 
within its municipal boundaries, 

Edmonton has made it very clear that it expects to pay 
reasonable compensation for the rights and assets which it may 
acquire, However, it is apparent that the compensation will be 
an issue with respect to the going concern value and also with 
respect to severance damages, 

Calgary Power has a large integrated power system which 
provides power supply as well as distribution services throughout 
a large part of Alberta, Calgary Power has been supplying the 
fringe area -: and’ .. the disputed area for some years, its 
service is good, its customers are satisfied and Calgary Power's 
remaining customers throughout the province may have to pay 


higher rates if service areas are taken away from it. 


Proposal 
My colleagues suggest the regulatory agency (Board) would 


reallocate service areas within the fringe area upon application, 
They outline the areas the Board should allocate in terms 

which are too specific considering the evidence before us. The 
proposal anne that the Board be given the power to terminate 
permissive orders subject to terms over a fixed number of 

years and the power to convert neenien dive orders into franchises, 
The compensation payable is to be determined by the Board after 


it hears all the facts with respect to early termination, Where 
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a franchise is substituted the compensation payable on termination 
is to be fixed at the value of the "nuts and bolts" on the basis 
of reproduction cost new less depreciation. In my view there is 
much to be said for this approach, and we have deliberated long 
and considered many alternatives before coming to this conclusion, 
The area of difference, with respect, concerns primarily the 
implementation of the proposal particularly with respect to the 
industrial loads. 

There are different considerations to be taken into 
account with respect to "generation'' of electric power than with 
respect to "distribution", These two aspects of the business 
near different and separate consideration. Separate applications, 
which might be heard at the same ae should be made to the Board 
in order to change the service areas with respect to "distribution" 
and/or with respect to "generation", 

An application to the Board for a variation of distribution 
or generation rights for parts within the fringe area, excluding 

the industrial area 

the disputed area/and the contract areas is not likely to be 
contentious, There must be the opportunity for Edmonton Power, 
to develop together with the Province and other utilities, Proposed 
development for example of the Land Bank which causes relatively 
small adjustments in power loads may result in consent orders or 
short hearings to reallocate service areas, The area requested 


on such application should include an economic area which would 


not isolate other areas from a convenient source of supply, The 
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right to serve any readjusted area would include the obligation 
of serving any surrounding uneconomic area, 

With respect to the disputed area I do not agree that 
this should be allocated to the City of Edmonton because it is 
now within the city's municipal boundaries. This area became part 
of Edmonton under a statute that specifically excluded 
considerations of electric and other utility services, 

There is some industrial load within the disputed area 
and this is adjacent to the large industrial load in the industrial 
area, the latter of which is outside Edmonton's current municipal 
boundaries. It has been recommended that the permissive order 
in the industrial area be terminated after 20 years under terms 
that amount to converting it into a 20 year franchise and I would 
suggest that perhaps a portion or all of the disputed area should 
be treated likewise. The Board should decide this after it has 
had the benefit of hearing evidence directed to this issue, 

The limits of the area containing the heavy industrial 
load and the area adjacent thereto which can be most economically 
served should first be determined by the Board. I would recommend 
the granting of two - 20 year franchises with the usual provisions 
for renewal, or termination, one with respect to penereniout the 
other with respect to distribution. Upon the expiration of 
the franchise the city may, if the franchise is not renewed, with 
the consent of the Board, acquire the distribution within the 


area. The same terms would apply with respect to generation, If 
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a change in supplier would cause a serious impact on rates in 
other areas of the province, the people affected must be given 
reasonable notice of the amount of the change, and the Board, 
after hearing the matter could decide whether or not to consent 
to termination of either the distribution or of the generation 
rights or both and the terms of termination, 

The arguments of the municipalities are more convincing 
with respect to distribution than with respect to generation, 
Generation of power by larger units has marked advantages of scale 
recognized by everyone at the hearing, There is also a pollution 
problem, and a municipality with generating facilities within its 
municipal boundaries would compound its problems of pollution, 

Power purchase agreements have worked well in ba ghey 
Red Deer and other municipalities in Alberta, In other provinces 
most municipalities purchase power from central generation, Calgary 
Power may have better prospects for the cheaper generation of 
power using coal with massive units, than has Edmonton using 
natural gas which is escalating in price. The location of future 
generation sites should be chosen primarily on economic and esthetic 
grounds, In any event the Board upon hearing the evidence directed 
to this issue should decide generation locations and requirements, 
As stated early in the report, it would be unlikely that the Board 
would require Edmonton to purchase a percentage of its power from 
Calgary Power unless it could be supplied as cheaply as ‘Edmonton 
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could itself generate it. In any event problems concerning 
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generation must be considered separately by the Board in order to 
best serve the citizens, 

With respect to compensation on termination, if the rules 
are set in advance the parties can arrange their business 
accordingly, Compensation on termination of a franchise has been 
determined by the Board and approved by the Appellate Division 
of the Supreme Court, It is recognized that a business comprises 
more than "the nuts and bolts" and on earlier termination the 
Board must come up with a judgment figure after hearing the 
evidence. 

The compensation to be awarded, subject to the special 
considerations, if any, that may apply to the contract area, will 
be different depending on the time allotted to effect the changes, 
It is therefore important that the parties themselves consider 
the manner of exchange and the compensation payable, and failing 
agreement, terms including compensation will be set by the Board, 
Evidence and representations as to the desires and capabilities 
of the suppliers, the requirements of present occupants and other 
relevant factors, would have to be considered, The more power 
equipment located in, or used primarily for an area, the longer 
the notice that would be required. Because. of the nature of the 
installations and the necessity ofmaking long term plans it is 
considered that the Board should not entertain subsequent applications 
to vary service areas adjacent to any municipality until-at least 
a 10 year interval, being the usual franchise renewal period, has 


elapsed. 
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The industrial area is now located in the County of 
Strathcona and it may or may not become annexed to Edmonton 
within the franchise period. Totally different considerations 
face Calgary Power in renewing this franchise with the County of 
Strathcona than with the City of Edmonton. In the one case the 
franchise is likely to be renewed and in the Sener itis likely 
to be terminated, Accordingly the franchise to replace the 
permissive order should provide, in the event of annexation by 
Eumonton that the franchise shall be extended, if necessary, so 
that the remaining life after annexation of this large load be not 


less than 10 years. 


b) Regulation of Municipally owned Utilities. 
The Present Situation 
In Alberta, private utility companies and The Alberta 
Government Telephones, a utility owned and operated by the 
Province of Alberta through a crown corporation, are subject to 
regulation by the Public Utilities Board, Utilities owned and 


operated by municipalities are not subject to such regulation, 


The Type and Frequency of Regulation 


The Public Utilities Board may (Sec. 79) on its own 
initiative or upon complaint in writing investigate any matter 
concerning a public utility over which it has jurisdiction. The 
Board must (Sec. 82) review the affairs, earnings and accounts of 


each owner of a public utility in respect of which the Board has 


previously set rates at least once in every 3 years. 
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Although the Public Utilities Board has been continuously 
in existence since 1915, there have been few public hearings to 
fix utility rates in the Province of Alberta, There were 3 public 
hearings with respect to telephone rates in 1920, 1926 and 1966, 
The last public hearings for the gas utilities were held in Calgary 
about 1958 and in Edmonton about 1959. There has only been one 
public hearing concerning electric rates in the history of Alberta 
although there was also an unsuccessful attempt to have Calgary 
Power earnings reviewed and rates set, 

No one who looks at the record can state that regulation 
for the sake of regulation is practised in Alberta, 

Metin styappiecation..to- the, Public.Utilities Board. for. an 
increase in long distance telephone charges was made in 1920. 

The accounting system of Alberta, similar to those of Manitoba and 
Saskatchewan appear to have been set up to help show that the 
operations were profitable. In 1918 a consultant from the United 
States, J. G, Wray was engaged to value the plant and make 
recommendations on all procedures, As a result of the Wray Report, 
A.G.T, adopted the standard accounting procedure approved by the 
U, S, Interstate Commerce Commission, Today A,G,T, and almost all 
large telephone companies in North America, of which dmonton 
Telephones is an exception, use a uniform system of accounts based 
on U. S, Federal regulations, The Uniform Accounting System 
indicated that A,G,T, was losing money in 1918, and a rate 


application followed, 
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Godalseand Purposes of Regulation 


Regulation is generally considered necessary as a 
substitute for competition where a necessary commodity is being 
Supplied on a monopolistic basis. Regulation may also be used to 
assure response to consumer needs, to encourage and allow 
sufficient funds for technological advances, to control resource 
allocation by the industry, to eliminate or lessen political 
influences from controlling the rates required forthe proper 
growth and advancement of the utilities, 

How should the regulatory process function? Is it 
necessary or desireable that regulation be consistent? Should 
management have absolute or controlled authority with respect to 
financing, construction, rates and rate policy, technological 
innovation, employee relations and wages, productivity improvement, 
operations, depreciation rates and accounting procedures? 

Alberta has prudently followed a practice of minimum 
surveillance allowing management wide discretion in running its 
companies, This practice apres justified by the high quality 
of service provided at reasonable rates, 

The City of Edmonton advocated a large professional staff 
to undertake surveillance of the private utilities but wanted 
little regulation for eet 

When one considers the competition of alternate sources 


of energy, the elasticity of the demand, the indirect competition 





1/ Transcript p. 1842, Estimated yearly cost of $400,000.00. 
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from municipally owned systems, the reliability of the service 
and the rates currently charged notwithstanding marked continued 
infiation, it appears that the current practice is adequate. It 
is considered that the cost of such surveillance might better be 
Spent to the benefit of consumers on investigating prices that 
have markedly increased during the same period although supplied 
through the imperfect competition of the market place, 

It is desirable, and fairness dictates, that all utility 
suppliers operate subject to the same rules, The return of income 
tax to private utility customers was a marked step in this 
direction, which if taken earlier, may have allowed more Canadian 
private utilities to survive. 

Municipal and private suppliers must operate at a profit, 
There is no objection to the quantum of the profit being realized 
by any of the municipalities unless informed rate payers object. 
Assuming efficient management, excess profits merely represent 
some shift in the burden of taxation from property owners to 
utility- users, 

There is, however, grounds for apprehension as to whether 
for example, the Edmonton depreciation charges are within reasonable 
limits and whether, considering the accounting, comparisons of 
municipal utilities may be made in a meaningful manner, It would 
indeed be tragic if any municipal system became second class due 
to excess tax demands being siphoned from its earnings to other 
municipal requirements, 


Throughout this hearing we have been considering the 
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results obtained from aggressive well-run municipal corporations 
during and following a period of prosperity. What may happen 
during a period of recession is a different story. 

There is not an identity of interest between utLiecy 
managers, the mayor and council, utility ratepayers and tax payers, 

Regulation fosters efficiency, The requirement to render 
a periodic open accounting, subject to cross-examination, with 
respect to the various utility departments such as finance, 
accounting, construction, engineering, maintenance, and service is 
a challenge and a boon to good management, Further the obligation 
of the Utility Board to study municipal utility accounts would 
serve as a basis of comparison when considering those of private 
companies, 

Being subject to regulation does not mean excess regulation, 
but it means the threat of regulation and the attendant necessity 
of keeping accounts in order and being able to defend them, In 
Alberta public hearings have been completed only when the utility 
companies wanted to raise their rates, The regulated utility 
companies have, in the past reduced their rates when earnings 
permitted either to avoid a hearing or to encourage consumption 
for greater future developments and profits, 

The surviving municipal electric companies have all 
been reporting substantial profits, but there are few smaller 


municipalities currently in the electric utility generation or 
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distribution business, The reported profits are difficult to 
assess, as, excepting Calgary, the reports, notwithstanding the 
widespread practice of most utility companies, are not yet on the 
Uniform System of Accounts, 

There have been philosophical arguments as to the merits 
| of public as opposed to private ownership for decades, Alberta has 
the rare advantage of having the opportunity of observing both 
systems, The profit portion of the total amount collected by a 
utility is relatively small. Good management; in obtaining 
large sums of money at fractionally lower rates, in reducing the 
dollar maintenance per customer or per dollar of installed plant, 
in operating with a lower ratio of employees per customer or per 
dollar of plant invested or per unit of energy would dictate whether 
or not there are sufficient profits. Profits must first be earned 
before they are distributed to pay taxes or to pay shareholders, 
Cooperative associations have prospered in some areas due to 
good management but have not prospered in all areas, The mode of 
ownership is not a guarantee of success, 

There is no monopoly on good management, It varies and 
it is better when spurred by competitive forces and incentives. 
Dedicated executives, professional engineers and others should 
work ee well whether employed by the municipality or by 
private industry. The interests of the people are best served by 
the provision of electric service at the cheapest cost consistent 


with the provision for long term service, and there should be no 
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privileges due to ownership,</ 

To gather information on the relative merits of the 
Systems it would be helpful for the Public Utilities Board to 
develop comparison indicators between municipal and private 
Suppliers. Admittedly comparisons of different circumstances 
may be misleading but the differences may be compensating and 
an information bank would be helpful. 

It the municipalities are to be allowed to collect taxes 
with their systems fine, set the upper limit, give council a 
discretion up to such limit, and then subject all operations to 
the same scrutiny and control, Let it be demonstrated to the 
regulatory agency whether or not taxes collected are "true" or 
"book entries". pee) demons yeatenee the assets of the city 
are generating a return on capital equal or greater than the city 
pays for its borrowed money. The province is operating its telephone 
utility for the benefit of all the people of Alberta subject to 
the same regulation as applies to private utility companies and 
I fail to see why large municipal utilities should not be 
required to do. likewise. 

If the bookkeeping by Edmonton is correct then the City 
in reporting earnings of over 13% during a period when other 
regulated utilities were limited to set rates to generate about 
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1/ Sec. 297 of the Municipal Government Act carried forward 

-_ from the former Acts may be an oversight with respect to 
electric utilities. It is unfair to make citizens co-insurers 
or respoisible for loss unless they can prove negligence. 
A profit-making municipal electric utility should provide 
the same protection the law demands of private suppliers. 
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Sh, 18 in effect imposing and collecting a hidden municipal 
Sales tax on electric energy, Other municipalities again 
Subject to checking book entries and cost allocations, appear 
to equal or exceed Edmonton in collecting a sales tax through 
electric utility service, 

A regulatory frame work which permits the imposition of 
a hidden municipal sales tax only if the municipality owns and 
Operates its generating and/or distribution System imposes an 
incentive on municipalities, who need new sources of revenue, 
to get into the power business, Smaller municipalities do not 
have the advantages of scale available to large centers and some 
of them who were in the power business in the past were not able 
to operate at a profit and relinquished their systems, It is 
important that in considering future expenditures, municipalities 
not be misled as to the quantum of the profit, 

With respect to the quantum of the profit, it is difficult 
if not impossible to compare municipal figures prepared for 
municipal purposes with utility figures prepared pursuant to the 
Uniform System of Accounts for utility purposes, Further in 
operating a utility as part of a large city business which may 
also operate a water utility, a sewer utility, a transit utility 
and in the case of Edmonton a telephone utility as well as 


providing roads, parks and other services there are "allocations" 
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of sums spent for multiple purposes, which may distort the 

true profit picture, There are political pressures on succeeding 
municipal councils to report utility profits, reflecting good 
management, and hence lower property taxes, at least as great 

as that of their predecessors, Further, one of the largest items 
of expense in a capital intensive industry is depreciation, 
Depreciation expense is a real expense aS equipment wears out but 
this expense is difficult to assess in a large system. Edmonton 
while acknowledging an awareness of this problem has not yet 
completed a depreciation study, 

The Edmonton depreciation charges which are made ap. of 
various "allocated sums" including sums based on debenture 
requirements appear in need of serious study. Depreciation charges 
if understated, result in overstated earnings and conversely 
if overstated result in understated earnings. 

Eli Winston Clemens, a leading economist, who was called 
by the City of Edmonton to give evidence in the 1959 Gas Utility 
Hearings, is not considered opposed to municipal ownership of 


utilities and he has stated: 


",..there is much to be said for a system of 
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checks and balances in which public ownership and 
regulated private industry each offset the other. 
There is even something to be said for the regulation 
of publicly owned utilities, as no less than twenty- 
four states have indicated by their statutes ..."1/ 


"The writer believes that publicly owned utilities 
have much to gain from good regulation and that complete 
protection of the ratepayer requires it, The 
utilization of utility earnings for municipal purposes 
is similar to a regressive tax that benefits relatively 
wealthy property owners at the same time. Too, like 
other sales taxes, it is an easy source of Levees. 2's a. 


"It is not beyond belief that the privately owned 
utility industry may insist that its healthy survival 
is necessary as a yardstick to measure the performance of 
public ownership, This is the essence of wisdom, True 
competition would require equality of LamaoLOU. oni. 


''|,.Private enterprise must remain vigorous to 
afford a continuous competitive challenge and an ever 
present alternative under conditions of fair competition, "4/ 


"It seems that the best policy is one of competition 
between private and public enterprise. Both should exist 
as alternatives to the other, The threat of public ownership 
has continuously placed privately owned utilities on their 
mettle. The TVA has been a salutary challenge to private 
ownership in the entire south. On the other hand the rates 
and service of private utilities should stand as a bench- 
mark and criteria to evaluate the performance of publicly 
owned utilities, Local utilities - either publicly or 
privately owned - are monopolies and are wont to lapse 
into the managerial lethargy that so often characterizes 
monopoly. Only under the quickening spur of competition 
actual or potential, from an alternative type of ownership 
will management be truly efficient, One may question many 
of the practices of private enterprise without possessing 
an inordinate faith in the beneficence of public ownership."'5/ 


Op cit Clemens p. 420 

Op cit Clemens p. 5/76 

Professor Hansen agreed that the tax was regressive but found 
it less so than property tax, Transcript p. 263 

Op cit Clemens p, 680 

Op cit Clemens p. 579 
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There are four areas in which my colleagues agree that 
the regulation of municipal utilities is warranted and these are 
Set out on page 146, We have also recommended that the Regulatory 
Agency should adjudicate and readjust service areas outside of 
municipal limits as well as regulate construction of new generation 
and the interchange of power. The Board should become as familiar 
with the affairs of municipal operations and as responsible therefore 
as it is with the affairs of private companies in order that it 
may as fully appreciate the abilities of the municipalities. 
In summary, regulation of municipally owned systems appears 
advisable and is recommended because: | 
1. It promotes efficiency. 
2. It allows more meaningful comparisons, 
3. It allows a meaningful accounting of stewardship, 
4. It lessens or removes political influence, 
5. It eliminates some wasteful acts like the building 
of two power lines on the same street, 
6, It may eliminate the need for future government 
intervention to extricate municipalities from 
di TELcuLciege 
7. It places all competitors under more comparable rules, 
8. It is necessary in part for physical integration of 
the power systems and reallocation of service areas, 
9, It may be necessary in any event if large areas outside 


municipal boundaries are to be served by the municipality, 
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SUMMARY OF ALTERNATE AND ADDITIONAL RECOMMENDATIONS 


(i) The reallocation of the disputed area should be 
left to the Regulatory Agency and should only be determined 


after evidence is heard directed to the issues, 


(ii) Distribution rights and generation rights in the 


Industrial Area should be considered and dealt with separately. 


(iii) The length of time or life-term on termination of 
permissive orders should be left to the Regulatory Agency 
to determine after it hears evidence directed to the issues 


in each of the separate areas. 


(iv) Applications to vary service areas adjacent to 
municipalities should not be made more frequently than 


once every 10 years, 


(v) Franchises that replace permissive orders should 
provide, in the event of annexation, that the life of 
the franchise after annexation shall be not less than 


10 years, 


(vi) Municipally owned utilities should be regulated 
in the same way as privately owned utilities provided 
that municipal council may in their discretion request 
rates to yield, in addition to a fair return, a fixed 


maximum percentage of total property taxes, 
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PaAah Reporter § 





No, Description Transcript Page 
1% City of Edmonton Brief 25 
2 City of Red Deer Brief 26 
2 Cityrort Calgarys Brief 26 
4 City of Lethbridge Brief 26 
5 City of Medicine Hat Brief 20m 
6 Calgary Power Brief 27 
6A Appendix to Calgary Power Brief Z7 
r Canadian Utilities Brief fa 
8 Document titled Fringe area 
Exchange Agreement, January 1, 1961 58 
9 Annual Report of City of Edmonton 1967 83 
10 Agreement between the City of 
Edmonton and Alberta Government 
Telephones 83 
Li Statement of Kidder, Peabody & Co. 
Incorporated 1146 
+o Report re City Telephones and Alberta 
Government Telephones 299 
3 Agreement, City of Edmonton and Calgary 
Power re interchange 307 
14 Edmonton Power Report 340 
15 Copy of contract between the City of 
Red Deer and Calgary Power 347 
16 Financial Report of the City of Red 


Deer for the year ended December 31/67 379 


7 Edmonton Generation and Water Treatment 
Annual Report dated 1967 407 
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The City of Calgary Electric System 
1967 Annual Report 


Map, Distribution and City Limits 
Calgary 


The City of Calgary, Annual Report 1967 


Letters respecting services outside 
respective designated areas 


Power Committee Report of October 3, 
City of Calgary 


Permissive Order 


Calgary Power contract with the City of 
Calgary 


Financial Report of City of Red Deer, 
year ended December 31, 1967 


Financial -statementssof therCity ‘of 
Lethbridge for the year ended 
December 31, 1967 


Annual Report 1967 of Canadian Utilities 
Limited 


Annual Report 1967 of Northland Utilities 
Limited 


Financial Statement of the City of 
Medicine Hat 


Annual Report of the Utilities Division 
of the City of Medicine Hat for 1967 


Sheet showing rate comparisons from the 
Gityvor- Medicinenhat 


Schedule A Electric Rates - Classification 


of City of Medicine Hat 
Qualifications of Marshall M, Williams 


Document entitled Standard Rate Schedules 
Calgary Power Ltd, 


1967 Annual Report of Calgary Power Ltd. 
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Document entitled "Calculation of 
percentage of Total City General 
Revenue provided by Utilities" 


Letter setting out Assessment and 
Taxes, 1968, for Calgary Power 
Company in the City of Calgary 


Letter from the Alberta Power Commission 
addressed to Calgary Power Limited 
dated April 15, 1958 


Permissive Order #15724 dated August 
12. 1954 


Supplementary Submission of the City 
of Red Deer 


Prospectus, 15-Million Dollar Bond 
Issue, Calgary Power Company Limited 


Prospectus, 12-Million Dollar Bond 
Issue, Calgary Power Company Limited 


Edmonton Journal Article of September 
go) Ge | 


The Fourteen Questions by the Utilities 
Board, December 16, 1964 


Statement of the Qualifications of 
Charles F, Mallory 


' Statement of the Qualifications of 


Harry G, Schaefer 


Statement of the Qualifications of 
J, W, Newby 


Document entitled Calgary Power Limited 
Estimated Income Tax Eligible for 
Rebate, 1966, 1967 


"A Research Report from the Conference 
Board" 


Letter from R. D, Hall, Utility Director 
City of Lethbridge addressed to Mr, F, 
PRicCueely  GOluy pOLLOLtCoreci ty of 
Lethbridge dated October 2, 1968 


Document headed Data for Burton Committee 


Rate Base and Rate of Return as-estimated 
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by Company accountants dated 
October 4, 1968 | 


Document headed Analysis of Investment 
in Fixed Assets Canadian Utilities and 
Northland Utilities for the years 1951 
to 1968 dated October 4, 1968 


Prospectus headed Canadian Utilities 
Limited, New Series, $8, 000,000.00 


Document, Method of Calculating 
Depreciation Canadian Utilities undated 


Document, Method of Computing 
Depreciation, Northland Utilities 


Document entitled Calgary Power Limited 
Rate of Return Calculation 1967 


Document entitled Calgary Power Limited 
Fixed Charges 1967 


Newspaper Clipping from Edmonton Journal 


dated September 23, 1968 


Letter dated October 8, 1968, to 
W. J. Major from Scoyoc 


Letter dated December 13, 1968 to 
City of Edmonton from Scoyoc 


Document from Edmonton Power dated 
December 4, 1968 


Document by Calgary Power dated 
December 10.7 1963 


Document by Calgary Power dated 
October 16, 1968 


Document by Calgary Power dated 
November 19, 1968 


Document by Calgary Power dated 
December 9, 1968 


Document by Calgary Power dated 
December 6, 1968 


Document from R, L, Shantz to B, Ve 
Massie dated December 14, 1968 
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Two documents - Price Indexes of 
Electrical Utility Construction 
1956-65 and Price Indexes of 
Breoloical Ulility Construction: 
October 4, 1968 


Document, A, D, Stewart from R, M, 
Skinner, January 16, 1969 


. (Reproduced at Page 1660) 


Document from Ontario Energy Board 


Report on Depreciation Methods - 
Edmonton Power January 7, 1969 


Copy of letter from Canadian Industries 
Ltd, re Energy Costs, December 18, 1968 
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